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Preface 


This study of Morris Plan and other industrial banking com- 
panies as agencies of consumer instalment credit is the fourth 
of a series dealing with the important institutions that par- 
ticipate in the instalment financing of consumers. Other 
studies included in the series cover personal finance com- 
panies, sales finance companies, the personal loan depart- 
ments of commercial banks, and government agencies of 
consumer' instalment credit (the Federal Housing Adminis- 
tration and the Electric Home and Farm Authority). All of 
these studies were undertaken in conjunction with the investi- 
gation of consumer instalment finance, inaugurated in 1938 
by the National Bureau of Economic Research as the initial 
phase of a broad program of financial research under grants 
from the Association of Reserve City Bankers and the Rocke- 
feller Foundation. 

The industrial banking company cannot be described or 
analyzed easily. Although it engages in a number of consumer 
financing activities, some of its operations are not imme- 
diately associated with consumer credit. This type of financ- 
ing agency may be classified, however, in terms of certain 
distinguishing operating features, and thus an industrial bank- 
ing company may be defined as an institution which special- 
izes in consumer instalment financing and obtains part of its 
working funds from customer deposits, the sale of investment 
certificates of small denominations, or both. A firm of this 
type organizes the savings of one group of customers as a 
supply fund out of which it extends loans to another group 
of customers. The two customer groups served are drawn 
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largely from the wage-earning and salaried classes, so that the 
industrial banking company functions as an intermediary be- 
tween the savings and credit needs of these classes. 

In the preparation of the present study, we have gathered 
data from many sources. From this information Dr. Saulnier 
has created an institutional picture that is detailed in content 
yet characterized by the perspective of*an outside observer. 
Dr. Saulnier also collaborated in preparing our studies on 
consumer financing activities and credit practices of personal 
finance companies and commercial banks, and thus obtained 
an insight into «the mechanism of consumer instalment fi- 
nancing which has been of great value to this study. 

We welcome the opportunity to acknowledge our in- 
debtedness to many firms and their officers for providing 
materials for our use and for imparting to us an accurate 
understanding of the techniques and problems of the busi- 
ness. We are also indebted for special information to The 
Morris Plan Corporation of America, the Morris Plan 
Bankers Association, and the American Industrial Bankers 
Association. We were supplied with samples of loan applica- 
tions by two large Morris Plan banks and by eight indus- 
trial banking companies that are members of the American 
Industrial Bankers Association. The Federal Deposit Insur- 
ance Corporation generously aided us by furnishing compre- 
hensive tabulations covering the earnings, expenses, assets 
and liabilities of the 71 industrial banking companies whose 
deposits are insured by the Corporation. The banking de- 
partments of the several states cooperated in answering 
numerous letters of inquiry regarding the status of industrial 
banking under their jurisdiction and also furnished informa- 
tion regarding legislation affecting the operations of indus- 
trial banking companies. Although the help of all of the 
above was invaluable in tire preparation of this study, the 
organizations are, of course, in no sense responsible for the 
findings presented herein. 
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Summary Survey 


The industrial banking company, which in many respects 
resembles other institutions engaged in financing consumers, 
is most readily identified by its unique combination of loan 
and savings functions. This characteristic has been adopted 
as die basis for the definition of such companies that is used 
m this study: they are regarded as all institutions which 
extend consumer loans, repayable on an instalment basis, 
and obtain at least part of their working funds from the 
acceptance of deposits or the sale of investment certificates. 
It is not feasible to use legal status as the basis for definition, 
because the laws governing industrial banking companies 
are often indefinite, sometimes conflicting. Nor are corporate 
titles a sufficient basis for identification; many of the com- 
panies use the words “Morris Plan” in their titles, but an 
increasing number are not affiliated widi the Morris Plan 
system. 

NATURE AND SCOPE OF INDUSTRIAL LENDING 
Industrial lending began in the United States in 1910 with 
the formation of the Fidelity Savings and Trust Company 
at Norfolk, Virginia. Established by Arthur J. Morris, it 
marked the beginning of a Morris Plan system which at the 
end of 1937 comprised 94 banks and companies operating in 
119 cities. Growth was rapid between 1911 and 1917; it was 
retarded after this country’s entry into the World War, but 
was resumed in the period 1921-30 and again, to some extent, 
after 1933. Half of the 25 extra-city branches now operating 
were opened between 1925 and 1930. The Industrial Finance 
Corporation and its subsidiaries played an important part 
in this program of expansion. It was formed in 1914 to aid 
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expansion of the Morris Plan system, and at the end of 1937 
it had a controlling stock interest in 15 companies and 
minority interests in 50 others. In addition to having indirect 
ownership of some local banks and companies the Industrial 
Finance Corporation engaged in real estate and time-sales 
financing through subsidiaries most of which are now in- 
active. Its Morris Plan Insurance Society, formed 'in 1917 to 
write personal loan insurance, has been markedly successful. 
Other systems of industrial banking companies were es- 
tablished concurrently with the Moiris Plan system, but with 
the exception oFtwo groups organized in 1930 these are now 
dissolved, their surviving units operating independently. 

An indication of the quantitative importance of industrial 
banking companies is provided by the estimate that there 
were 410 in operation at the close of 1938, extending be- 
tween $370,000,000 and $425,000,000 in credit during that 
year. The scope of industrial lending is further indicated 
by the estimate that the services of these companies were 
used by approximately 1,500,000 persons during 1938. 

LEGAL STATUS 

Since it did not fit into any of the usual categories of cor- 
porations, the first industrial banking company was granted 
a general charter as a Virginia corporation. To some extent 
this uncertain status exists even now, but in 31 states special 
statutory provisions have been made for this type of agency. 
In a few states, even in those that have made special pro- 
visions for industrial banking companies, these institutions 
operate under regular bank charters; in other states they 
conduct their business under special sections of the small 
loan law- 

Most industrial lending laws prescribe the steps that must 
be taken before a charter can he issued, stipulate minimum 
capital requirements and give the charter-granting authority 
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the right to refuse an application if, in its opinion, the 
“convenience and advantage of the community” would not 
be served by the establishment of the proposed company. 

Almost all state laws give industrial banking companies 
extensive lending privileges. Regulations as to the maximum 
size of note, rarely set at less than $1000, are generally much 
more liberal than small loan law limitations. Restrictions, 
when they exist, are usually limitations on, or outright de- 
nials of, the right to make real estate loans; there are also 
maturity regulations, and restrictions on the type of invest- 
ment securities that can be held as assets. * 

Sections of industrial loan statutes pertaining to maximum 
rate of charge apply only to cash loans; except in Indiana the 
sales-financing activities of industrial banking companies are 
virtually unregulated. In general, statutes permit loans to 
be discounted at from 6 to 8 percent. Other charges usually 
permitted are a credit investigation fee, frequently not to 
be collected unless the loan is made, a fee for the provision 
of group life insurance and fees for the preparation of 
necessary documents. Many laws also provide for delinquency 
fees, and stipulate maximum and minimum total charges. 

Most industrial banking company statutes permit either 
the acceptance of deposits or the sale of investment certifi- 
cates, thus enabling companies to acquire loanable funds. 
Deposits, when “hypothecated,” and certificates of invest- 
ment, when sold on an instalment basis, are often used 
as collateral security for a loan made simultaneously with 
the opening of the savings account, although most laws 
state that when this is done the two transactions are to be 
considered as separate and distinct. Thus while the loan- 
repayment and certificate-purchase periods may be equal in 
length, and while the fully-paid certificate may be used to 
retire the loan at maturity, the form of the contract separates 
the two transactions and considers the loan as paid in full 
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in one payment. This arrangement makes it possible to 
regard the rate of discount as the annual effective rate of 
interest, whereas the effective rate is approximately twice 
the rate of discount on a loan formally repaid m equal 
instalments. 

Other features of state statutes concern branch banking, 
dividend payments and reserves to be field against accounts 
receivable, deposits and unhypothecated investment certifi- 
cates. Examinations and reports to supervisory authorities 
are also provided for by law, and legislation makes certain 
companies eligible for membership in the Federal Reserve 
System and for insurance of deposits under the Federal 
Deposit Insurance Corporation. In recent years proposals 
for a uniform industrial banking law have been under con- 
sideration. 

FINANCIAL STRUCTURE 

In having the greatest proportion of their assets in consumer 
loans and discounts industrial banking companies are nota- 
bly different from commercial banks; but their major re- 
liance on deposits and investment certificates as a source of 
funds distinguishes them from other agencies of consumer 
instalment credit. Savings deposits in institutions with de- 
posits insured by the Federal Deposit Insurance Corporation 
have shown a tendency to increase in average size, rising 
from $189 in 1934 to $357 in 1938. 

For their relatively insignificant proportion of funds ob- 
tained through bank loans industrial banking companies pay 
rates varying from 2)4 to 6 per cent; the rates paid for funds 
raised through deposits and the sale of investment certificates 
range mainly from 2 to 4 percent, though as a rule, funds 
obtained through the sale of certificates prove more costly 
than funds obtained through savings deposits. Data on in- 
sured industrial banking companies indicate that the average 
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interest paid on deposits has tended to decline somewhat 
since 1935. 

SERVICES AND CHARGES 

The present diversification of industrial banking com- 
pany business is in marked contrast to the earlier practice of 
these firms. Originally they dealt almost exclusively in co- 
maker loans, and while this type of lending is still important 
in their business nearly all of the companies now make 
single-name loans, and most firms make loans on collateral 
security. Also, many have developed a substantial propor- 
tion of sales finance business, developed either through 
dealer contacts or by appeals made directly to individuals. 
Commercial lending, too, has grown considerably in im- 
portance; at the end of 1938 nearly 12 percent of the total 
loans and discounts of insured industrial banking companies 
were “commercial and industrial loans” made to business- 
men on a non-instalment basis. Comaker and single-name 
loans now provide about 50 percent of the volume of all 
loans, collateral loans roughly 10 percent and sales finance 
paper from 15 to 20 percent; the remainder is mainly in 
loans on real estate, loans insured by the Federal Housing 
Administration, and commercial loans. 

The greater liberality of the laws governing them en- 
ables industrial banking companies to make larger loans 
than personal finance companies. Their market, however, 
is limited mainly to persons with annual incomes of $3000 
or less, and thus few of them make many very large loans. 
Reports by members of the American Industrial Bankers 
Association show average loan sizes ranging mainly from 
$175 to $210. Data on 10 relatively large Morris Plan com- 
panies show that the average size of loan fell from $271 in 
1929 to $228 in 1933, rose to $317 in 1937 and fell again 
to $288 in 1938. Cash loans made by industrial banking 
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companies may run for as short a period as 3 months but 
usually they are for 12 or 15 months. On sales financing- 
business maturities are similar to those offered by other 
agencies, contracts ranging from 12 to 18 months for most 
goods, longer for the more expensive commodities. 

Competitive conditions have resulted in customer rates 
about equal to those offered by commercial bank personal 
loan departments and sales finance companies, rates that 
are in many instances lower than the legal maximum. Loan 
costs are customarily quoted as a rate of discount plus a 
charge for credit investigation, and the discount rate usually 
varies according to the size of the loan and often also ac- 
cording to the type of security. These variations, in addition 
to those dependent on company practice and local condi- 
tions, make it very difficult to generalize about typical 
charges. Rates may be as low as 3 1/3 percent discount, plus 
a credit investigation charge of 50 cents per $100, or as 
high as 6 or 8 percent discount plus charges. On loans 
repayable in equal monthly instalments over a 12-month 
period, the effective rate of interest on average unpaid bal- 
ances may be calculated as approximately double the rate 
at which the loan is discounted. 

Most industrial banking companies attempt to offer their 
customers saving as well as lending services. In those states 
where existing legislation gives such firms the status of banks 
they are able to offer complete banking facilities, but the ma- 
jority of industrial banking companies receive savings and 
deposit funds through the sale of investment certificates. 

OPERATING METHODS AND COLLECTION 
EXPERIENCE 

Although all the standard advertising techniques — direct 
mail, newspaper, radio, and billboard — are used by industrial 
banking companies, the bulk of their loan volume is obtained 
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through repeat borrowing and through the recommendations 
of old customers. Sales financing, if conducted in volume, 
is necessarily developed through dealer contacts; some banks, 
however, have developed business by arranging to finance 
accounts receivable originated by retailers, and many com- 
panies finance consumer purchases directly. 

Office organization ‘varies according to the size of the 
firm, 300 loan accounts per employee being regarded as a 
rough standard of operating efficiency. Loan applications 
are received and investigated in a manner typical of all 
consumer credit agencies. In small offices alfr loans may be 
passed by one person; in larger institutions it is common 
practice for a loan committee to review applications. The 
proportion of rejections varies widely but as a rule it is proba- 
bly about 25 percent of all loan applications received. 

Losses are consistently low, when expressed as a percentage 
of total credit extended, but diey represent an important 
part of the total expenses of operating an office. During the 
period 1929-38 the net charge-offs of 10 relatively large 
Morris Plan companies were consistently less than 1 percent 
of total loan volume, being highest in 1933, lowest in 1935; 
during the same period year-end outstandings on delinquent 
loans ranged from 4.4 percent of total loans outstanding at 
the end of 1932 to 1.2 percent at the end of 1937. For the 
entire group of insured industrial banking companies net 
charge-offs, in percent of year-end outstandings, fell from 
1.3 in 1934 to 0.1 in 1936,. rising somewhat in 1937 and 
1938; on assets other than loans, however, their net losses 
rose from 1.9 percent of security holdings at the end of 1934 
to 5.5 in 1937, and fell considerably in 1938. On the whole 
these insured industrial banking companies had lower net 
losses on loans than did comparable commercial banks; on 
assets other than loans there was no consistent relationship, 
in the years 1934-38, between the two types of institutions. 
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CREDIT RISK 

An important consideration in consumer instalment lending 
is the relative degrees of risk involved in various types of 
loans and various classes of customers. The present study 
of risk factors is based on a sample of 1,322 accepted loan 
applications, submitted by 2 large Morris Plan and 8 other 
industrial banking companies. The cooperating institutions 
were asked to provide random samples of about the same 
number of “good” and “bad” loans made over approximately 
the same period — the former defined as loans that paid out 
without collection difficulty, the latter as loans that ended 
in charge-off or legal action for recovery. Since the cases 
studied refer to credits actually extended, and experience 
thereon, the findings are relevant only to actual borrowers 
and not to the much larger group of potential customers. 

Analysis of these samples reveals that certain personal 
characteristics of borrowers are significantly related to col- 
lection experience. Thus credit experience seems to be 
better on loans made to older borrowers than on those made 
to younger borrowers; women borrowers appear to be bet- 
ter credit risks than men; borrowers who have resided in the 
same city for a considerable period of time seem to have 
better records than those with shorter durations of residence. 
Marital status and number of dependents, on the other hand, 
do not appear to be significantly related to credit experience. 
It should be noted again, however, that these findings refer 
to successful loan applicants and that the results are more 
reflective of the care with which certain borrower charac- 
teristics are taken into account by loan officers than of the 
risk inherent in a particular class of potential borrowers. 

The study reveals also that borrowers from professio nal 
and certain clerical occupations, and those employed in pub- 
lic service industries, have better-than-average credit records; 
borrowers from the miscellaneous transportation industries 
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prove to have a considerably worse-than-average record of 
loan performance. Credit experience is better on loans to 
persons engaged in an occupation for a long period of time 
than on those to borrowers with shorter durations of occu- 
pational attachment. 

Financial characteristics of borrowers that appear to be 
associated with better-Than-average credit experience are the 
possession of a bank account, of life insurance or the owner- 
ship of real estate. A borrower’s income and the ratio of the 
amount of a borrower’s note to his income do not piove to be 
significant, doubtless because these factors Were adequately 
taken into account in the original selection of risks. 

Among the loan characteristics neither size nor maturity 
appears to be reliably indicative of credit experience, nor 
does the purpose for which the borrower intends to use his 
funds. In regard to loan security, however, it is found that 
notes carrying the names of three or more comakers have a 
somewhat worse-than-average record. 

INCOME, EXPENSES, PROFITS 

About three-quarters of the income of industrial banking 
companies comes from interest and discounts on loans; fees, 
charges and commissions amount to from 10 to 15 percent 
of gross income. Interest and dividends on securities sel- 
dom amount to more than 5 percent of gross income. Data 
on insured industrial banking companies reveal that income 
from interest and discounts on loans, plus fees and other 
charges, declined from $9.38 per $100 of average loan ac- 
count in 1935 to $8.73 in 1938. 

The main items of expense incurred by these companies 
are salaries and wages, and interest paid on deposits and 
certificates. The former accounts for between 30 and 40 
percent, the latter for about 20 percent of gross expenses. 
Data on insured institutions show that, like income from 
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loans, current operating expenses (not including charge-offs 
and losses on the sale of assets) have declined over the period 
1935 to 1938, falling from $7.14 per $100 of average loan 
account in 1935 to $6.42 in 1938. 

An indication of the profitability of industrial banking 
companies is provided by the ratio of net profits to total 
equity account. For Morris Plan companies this figure aver- 
aged about 10 percent during the years 1922-38. Insured 
industrial banking companies have shown a consistently bet- 
ter earnings record than insured commercial banks, despite 
the fact that the current operating expenses of the former, 
when expressed per $100 of total assets, are well over twice 
as high as those of the commercial banks. 

COMPETITIVE AND COOPERATIVE RELATIONS 

The competitive situation of industrial banking companies 
is unique in that the diversification of their activities brings 
them into direct contact with all types of consumer credit 
agencies. In making cash loans they compete with small loan 
companies, credit unions and personal loan departments of 
commercial banks, and in financing retail instalment sales 
they compete with commercial banks and sales finance com- 
panies. Morns Plan companies are so located as not to com- 
pete with one another, but there is a substantial degree of 
competition between Morris Plan and other industrial bank- 
ing companies. The recent tendency of sales finance com- 
panies to enter the cash loan field brings a new element of 
competition into the market. Sales finance companies have 
effected this diversification of their activities by taking out 
licenses under small loan statutes or by incorporating or 
qualifying offices as industrial banking companies. 

Another relatively recent development in the competitive 
situation is the extension of commercial loans by industrial 
banking companies, especially the larger ones, an activity 
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which, like the acceptance of deposits, brings them again in 
competition with commercial banks. At the end of 1938 
nearly 12 percent of the total loans and discounts of insured 
industrial banking companies were classified as commercial 
loans. 

Measures of the extent to which there is overlapping of 
the markets served by these various agencies are difficult to 
make, but it appears that in regard to cash loans the indus- 
trial banking company market is much closer in character 
to that of the commercial bank personal loan department 
than it is to the market served by the peisonal finance com- 
pany. The relative closeness of competition between indus- 
trial banking companies and commercial banks is indicated 
also by the fact that their loan charges are very nearly the 
same, while in many cases the charges of industrial banking 
companies are substantially lower than small loan company 
rates. Competition with sales finance companies is largely 
in the automobile field, which accounts for about 75 percent 
of the retail instalment paper purchased by industrial bank- 
ing companies. This competition is not very significant, 
however, for the volume of retail sales financing conducted 
by industrial banking companies represents less than 5 
percent of the total volume of this type of paper handled 
by all agencies combined. 

Cooperative relations among industrial banking companies 
are effected through two associations — the American Indus- 
trial Bankers Association and the Morris Plan Bankers As- 
sociation — both of which perform the usual trade association 
functions. 
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Nature and Scope of Industrial 
Lending 


The field of consumer credit described as “industrial lend- 
ing” has no fixed limits, and the institutions it encompasses 
— here called industrial banking companies — operate under 
a wide variety of names . 1 The initial problem, then, is to 
formulate a definition which will describe the agencies and 
at the same time distinguish them from others operating, in 
some respects, along similar lines. For the purposes of the 
present study, an industrial banking company is held to be 
an institution which extends consumer loans repayable on 
an instalment basis, and obtains at least part of its working 
funds from the acceptance of deposits or the sale of invest- 
ment certificates. This definition will be adhered to through- 
out the discussion, and since it may appear to some readers 
too arbitrary or too restrictive, and to others too comprehen- 
sive or too indefinite, it is advisable to summarize the con- 
siderations which have governed its adoption, 

THE PROBLEM OF DEFINITION 

It is impossible to mark off the field of industrial lending 
simply by including in it only those agencies which call 
themselves “industrial banks.” Such a procedure would ex- 
clude many companies which because of legal restrictions 
cannot employ the term “bank” in their corporate titles. 

l In addition to “industrial bank,” the names most frequently encountered 
are “industrial loan company," “industrial savings and loan company,” 
"finance and thrift company” and “discount company.” 



NATURE 


N» SCOPE 


iB 


Nor would the presence of the term “Morris Plan” in the 
title of an institution be a sufficient criterion. All banking 
companies in the Morris Plan system — -which will be de- 
scribed below — come within the scope of the present study, 
but that system does not include a growing number of 
agencies which perform similar functions though they are 
entirely unconnected with this group of companies. More- 
over, there are a few firms which are affiliated with the 
Morris Plan system, in the sense that they have paid the 
requisite general franchise fee to The Morris Plan Corpora- 
tion of America for the right to do business as a Morris 
Plan institution m a certain specified territory, yet do not 
exercise the privilege of using the name “Morris Plan” in 
their corporate titles. 

Even less satisfactory than the title of a firm, as a basis 
for a definition of an industrial banking company, is its 
legal status. As will be shown more fully in Chapter 2, the 
laws under which such companies operate vary markedly 
from one state to another. In some states, for example, com- 
panies engaged in industrial lending are chartered as state 
banks, in others they operate under the law which applies 
to small loan companies. A large number of states have 
provided special statutes for industrial banking companies. 
Some laws expressly forbid the inclusion in the firm name 
of the word “bank,” and also prohibit the taking of de- 
posits. 

Thus within the field designated as “industrial lending” 
there is a wide assortment of institutions, ranging from firms 
which are “banks” in every sense of the word and differ 
from commercial banks only in that they deal principally 
in consumer instalment loans, to agencies which are almost 
indistinguishable from personal finance companies. 

Since neither terminology nor legal status constitutes a 
workable criterion of an industrial banking company, it is 
only from a functional point of view that an institution can 
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be classified as belonging to this separate and distinct group 
of consumer credit agencies. In other words, its inclusion in 
this category depends not on its name or on the legal con- 
ditions under which it operates, but on the sources of its 
working funds and the character of its lending activities. 

Industrial banking companies have* two main functions: 
they act on the one hand as savings or thrift institutions and 
on the other as consumer lending agencies. The first of 
these functions is the best identifying characteristic, for 
such companies have traditionally emphasized their services 
as thrift institutions. Where the law under which they 
operate denies them the deposit-taking privilege, they resort 
to the sale of what are called instalment or investment cer- 
tificates. These, in practice, are generally cashable on demand 
and always, of course, carry a rate of interest or return 
for the company’s use of the funds. It is the thrift or savings 
feature which distinguishes industrial banking companies 
from both personal finance companies and sales finance com- 
panies, but it is the lending feature which sets them apart 
from other banking institutions, for die assets of the indus- 
trial banking company are invested predominantly in loans 
of relatively small size, made largely to individuals for con- 
sumption purposes and generally repayable in regular peri- 
odic instalments. 

It is possible, therefore, to regard industrial banking 
companies as a group of firms which acquire part of their 
working capital through the taking of deposits or the sale of 
instalment or investment certificates, and use their funds 
primarily by granting loans to consumers repayable on an 
instalment basis. As has already been noted, however, the 
group is far from homogeneous, and under the pressure of 
competition the agencies which go to make it up tend to 
expand their operations in all directions in order to obtain 
additional business. 
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SYSTEMS OF INDUSTRIAL BANKING COMPANIES 

Industrial lending has grown to its present importance over 
a period of approximately thirty years, during which time 
a number of organizations of varying degrees of stability 
have acted as promotional agencies m the establishment 
of this type of institution. A lai'ge proportion of the firms 
now in existence were established as parts of a system of 
companies, and many currently independent units owe their 
inception and growth mainly to the promoters of group 
systems. 1 

The Morris Plan System 

The most important system, with regard to both quantitative 
importance and continuity of existence, is the Morris Plan 
group. The first of the Morris Plan companies, the Fidelity 
Savings and Trust Company, was established in 1910 by 
Arthur J. Moiris at Noifolk, Virginia. The new institution 
proposed to lend money to persons employed in industry 
(hence' the name “industrial” loan), on the security ol die 
borrower’s income and the endorsement of two or more 
comakers; this policy is commonly expressed as a willingness 
to lend on “character and earning power.” It also proposed 
to acquire some of its working funds by selling investment 
certificates which might be paid for, if the purchasers de- 
sired, on an instalment basis. This scheme, while unusual in 
the United States, had much in common widi die program 
of certain institutions in Europe, notably die Schulze- 
Delitzsch, Raiffeisen and Luzzatti banks. In 1911 Mr. Morris 
copyrighted the “Morris Plan,” and initiated an active pro- 
gram of expansion aimed at the establishment of Morris 
Plan companies in large cities throughout the country. 2 

2 Subsequent legal decisions denied the right to sole owneiship of this type 
of lending to any peison or coipoiation See Louis N Robinson, “The Morris 
Plan" m American Economic Review, vol 31, no. 2 (June 1931) pp 227-29, 
for a discussion of the litigation involved. 
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A measure of the rapidity with which this movement 
spread is available only in a record of the opening dates 
of companies now in existence.® Of the 94 companies (ex- 
clusive of branches) functioning at present, 71 were estab- 
lished in the seven-year period 1911-17. During this period 
companies were started in such large cities as Atlanta, Balti- 
more, New York, St. Louis, Albany, Cleveland, Boston, 
Minneapolis, San Francisco, Philadelphia and Detroit, as 
well as in smaller cities. After 1917 the system continued to 
expand, although more slowly. The growth of the Morris 
Plan system appears to have been affected considerably by 
domestic and international conditions. The development 
was gradual until the outbreak of the war in 1914; then the 
system expanded rapidly until the United States’ entrance 
into the conflict. Of the companies now in existence few 
were formed in the immediate postwar period, but between 
1921 and 1930 there was a steady rise. None of the present 
companies was established m 1931 or 1932, and only a few 
from 1933 to 1938. A number of the participating com- 
panies have opened branches in other cities; this develop- 
ment occurred especially in the period 1925-30, when 13 
of the 25 branches now in existence were formed. 

Efforts to establish more Morris Plan banks and com- 
panies are apparently continuing, for a recent report dis- 
cusses the preparation of a new franchise and operating 
contract, and expresses the hope that the formation of new 
companies may result from this move. 4 At the present time 
14 of the 94 Morris Plan banks and companies do not 
make use of the term Morris Plan in their titles, and at least 
one large company, the Personal Loan and Savings Bank in 
Chicago, has dropped out of the system altogether. 

The methods employed in the extension of the Morris 

s Official Directory of Moms Plan Banks and Companies (1938), issued by 
the Morris Plan Bankers Association, Washington, D. C. 

4 Industrial Finance Corporation, Annual Report to Stockholders, £or the 
year ended January 31, 1936, p. 3. 
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Plan system were at first relatively simple. Mr. Morris and 
his associates made contacts with outstanding business and 
civic leaders in the various cities, formed a corporation 
under the legal conditions most nearly applicable to this 
particular type of institution, sold stock in the company 
and served in an advisory capacity in regard to techniques 
of organization and operation. After a time a more highly 
systematized scheme of expansion was worked out, through 
the Industrial Finance Corporation. 

In 1912 Mr. Morns had formed the Fidelity Corporation 
of America, with an authorized capital df $300,000, and 
by 1914 this corporation had established 9 Morris Plan com- 
panies in southern states. Its assets were taken over by the 
Industrial Finance Corporation, formed in the latter part 
of 1914 with an authorized capital of $7,000,000 and a sub- 
scribed capital of $1,500,000. The function of the Industrial 
Finance Corporation was to present and explain the Morris 
Plan in each city for which it contemplated a new com- 
pany, to enlist the active interest of prominent citizens, to 
organize and train the local staff and to furnish necessary 
accounting records and information. It subscribed for 25 
percent of the capital stock of the local company and re- 
ceived in return a cash fee of $10 for each share of the total 
stock; in addition, of course, it participated in the earnings 
of the company to the amount of its paid-up stockholdings. 

At the present time the Industrial Finance Corporation 
is the parent body of a complicated corporate system. It has 
direct control, through stockownership, of The Morris 
Plan Corporation of America, die Industrial Acceptance 
Corporation, the Industrial Realty Shares, Inc., and the 
North American Funding Corporation; it has indirect con- 
trol, through The Morris Plan Corporation of America, of 
a number of Morris Plan banks and companies and The 
Morris Plan Insurance Society. 

The Morris Plan Corporation of America is the most im- 
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portant op these subsidiary companies. When it was formed 
in 1925 it acquired the Industrial Finance Coi'poration’s 
rights, patents and interests m the extension of the Morris 
Plan, and it is now the licensor of all existing Morris Plan 
banks and companies. In some of them it owns stock, either 
directly or indirectly through a wholly owned subsidiary, 
the Industrial Bancshares Corporation; in its annual report 
to stockholders for 1938 The Morris Plan Corporation of 
America stated that it owned approximately one-fourth of 
the total outstanding stock of Morris Plan banks and com- 
panies. This doe's not mean that it controls one-fourth of all 
these organizations. In 1937, according to its report for 
that year, it held controlling stock interest (directly or in- 
directly) in 15 companies, including those in New York, 
Philadelphia, Richmond, Washington, D. C. and Boston, 
and minority stock interest in 50 others; there were in that 
year 29 Morris Plan banks and companies, exclusive of 
branches, with which it was not connected through stock- 
ownership. 

The Morris Plan Corporation of America, and its wholly 
owned subsidiary, Industrial Bancshares Corporation, derive 
their income mainly from dividends on stockholdings in 
Morris Plan hanks and companies. Out of a total income 
for 1938 of $486,212, this source provided $441,788, and 
$36,962 came from “services to Moms Plan Banks and Com- 
panies.” 5 Presumably the latter income arises largely from 
the general franchise fees paid by local banks and companies, 
and from payments for auditing services. 

Industrial Bancshares Corporation was formed in 1927 
as the Morris Plan Shares Corporation; its present title was 
adopted in 1929. When this corporation was organized the 
Industrial Finance Corporation had large liabilities which 
had been incurred in order to finance investments in Morris 

6 The Morris Plan CorporaUon of America, Annual Report to Stockholders, 
for the year ended December 31, 1938. 
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Plan banks and companies. The new corporation took over 
these stockholdings, making payment for them out of the 
proceeds of a sale of 6 percent bonds maturing in 1947 and 
by delivering to the Industrial Finance Corporation its 
entire authorized capiLal stock. At the present time $2,917,500 
of these bonds are outstanding. 6 

In addition to holding a large interest in Morris Plan 
banks and companies, the Industrial Finance Corporation 
has branched out into three other fields, mortgage financing, 
time-sales financing and industrial loan insurance. In 1926 
it organized a company, under the name of General Bond 
and Share Corporation, which acquired the assets and busi- 
ness of the Puritan Corporation and the Realty Acceptance 
Corporation. The Puritan Corporation had been engaged 
in underwriting first mortgage real estate bonds, the Realty 
Acceptance Corporation in the financing of second mort- 
gages. These two companies were taken over through an 
exchange of stock which resulted in the Industrial Finance 
Corporation’s acquisition of more than 50 percent of the 
common stock of General Bond and Share. The latter was 
in turn absorbed m 1930 by Industrial Realty Shares, Inc., 
a Delaware corporation organized for this purpose and also 
controlled by Industrial Finance Corporation. 

In 1928 another company, the North American Funding 
Corporation, was organized, this too controlled by die Indus- 
trial Finance Corporation. The aim of the North American 
Funding Corporation was to extend amortized first mort- 
gage loans on residential property to the customers of 
Morris Plan banks and companies. The corporation was 
to lend up to 75 percent of the appraised value of the 
property, and it could then pledge up to 60 percent of the 
value of the property as security for its bonds; the balance 
of the mortgage was purchased as a junior lien by the 
Realty Acceptance Corporation. 
e Ibid , for the year ended December 31, 1939. 
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The operations of the North American Funding Corpora- 
tion were financially successful until the collapse of real 
estate values in 1929-30. In the following period the cor- 
poration gradually liquidated its holdings at substantial loss, 
and suspended new financing. By 1933 it was repurchasing 
at prices “materially below their par vjlue” 7 the $3,000,000 
of bonds issued in connection with its financing. This 
process was financed in part by a loan of $525,000 from the 
Reconstruction Finance Corporation, which was fully re- 
paid during 1935, and in part through “the conversion of 
mortgages into '"Home Owners Loan Corporation bonds 
and the subsequent sale of these bonds.” 8 The fact that dur- 
ing the year 1937 the North American Funding Corporation 
wrote off $617,713 in assets 9 provides some indication of the 
loss sustained by the company as a result of its venture into 
real estate financing. By the end of 1938 the corporation 
had reduced its bonds outstanding to $195,900, and its assets 
amounted to only about $650,000, of which some $425,000 
was the equity of the Industrial Finance Corporation. 10 

It may be observed that the same annual report of the 
Industrial Finance Corporation, which notes this reduced 
position of the real estate financing subsidiary, states that 
the relation of net earnings to capital, surplus and undivided 
profits for 86 identical Morris Plan banks and companies 
had increased from 11.5 percent in 1929 to 13.0 percent in 
1938. These strikingly divergent records, both based on 
financing activities in the general field of consumer credit, 
may be reconciled by the fact that Morris Plan banks and 
companies participated only slightly in this program of real 
estate financing. 

The second direction in which the Industrial Finance Cor- 

7 Industrial Finance Corporation, Annual Report to Stockholders , for the 
year ended January 31, 1933, p. 3. 

*Ibid, for the year ended January 31, 1931, p 3. 

0 Ibid., for the year ended January 31, 1938, p. 4. 
m Ibid., for the year ended January 31, 1939, p. 4. 



NATURE AND SCOPE 


poration expanded its consumer financing activities was in 
the discounting of time-sales contracts In 1924 the Indus- 
trial Acceptance Corporation was formed, and this com- 
pany, which was controlled through stockownership by the 
Industrial Finance Corporation, took over the sales financing 
business formerly handled by the Automobile Division of 
the parent corporation. The Automobile Division had con- 
centrated mainly on financing sales of Studebaker cars, and 
for some time this continued to be true of the new com- 
pany. From May 21, 1919, to May 1, 1928, the Studebaker 
Corporation had formal arrangements, first with the In- 
dustrial Finance Corporation and later with its subsidiary, 
the Industrial Acceptance Corporation, providing for whole- 
sale and retail financing of sales, 11 but m its annual report 
for the year ended January 31, 1929, the Industrial Finance 
Corporation stated that its subsidiary had diversified its 
activities and was no longer “dependent upon one contract 
with a single manufacturer.” During the year 1928 Industrial 
Acceptance Corporation acquired from General Electric 
Company the capital stock of General Contract Purchase 
Corporation and its affiliates. The general program of sales 
financing was described as follows in the annual report of 
Industrial Finance Corporation for the year ended January 
31, 1930: “Whenever Industrial Finance Corporation owns 
a controlling interest in a Morris Plan Bank or Company, 
local subsidiaries of those companies carry on the business 
of installment financing, rediscounting their receivables 
where necessary with Industrial Acceptance Corporation 
. . . Emphasis is being laid throughout our whole system 
on handling the financing for the sale of General Electric 
refrigerators and other products under a national arrange- 
ment with the General Electric Company.” 

During this same period a most pretentious plan was an- 
il Federal Trade Commission, Report on Motor Vehicle Industry (1939) 
(76th Congress, 1st Session, House Document No. 468) p. 817. 
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nounced, in which Industrial Acceptance Corporation was 
to participate. Under this program Industrial Finance Cor- 
poration was to organize “a system o£ banks covering all 
the important cities o£ this country, to extend to the public 
every form of industrial banking service.” 12 This system of 
industrial banking companies was to r operate through 22 
regional companies; it provided for the inclusion of com- 
panies currently controlled by Industrial Finance Corpora- 
tion and for the organization of many more so-called “mem- 
ber banks.” The plan was mentioned again in the report for 
the year ended 0 January 31, 1930, but was never actually 
put into operation. 

Even the relatively modest Industrial Acceptance Corpora- 
tion failed to withstand the post-1929 years. In 1931 arrange- 
ments were completed with Commercial Credit Company 
whereby that corporation was to take over the instalment fi- 
nancing business previously transacted by Industrial Accept- 
ance Corporation in cities where no controlled Morris Plan 
company was located. This meant, of course, a very drastic 
reduction in the field of operations of the Industrial Accept- 
ance Corporation. At the end of 1933 the acceptance business 
was being liquidated and no new business was being sought. 
A plan for the Industrial Acceptance Corporation to go into 
the small loan business, presumably on a large chain basis, 
was announced in 1935, but no further developments were 
forthcoming and by 1939 the company was virtually in- 
active. 18 ' 

A far more successful venture of the Industrial Finance 
Corporation has been its connection with the insuring of 
loans extended by Morris Plan industrial banking companies. 
This business was developed through the formation, in 1917, 
of The Morris Plan Insurance Society, controlled through 

13 Industml Finance Corporation, Annual Report to Stockholders, for the 

year ended January 81, 1929, pp- 4-5. 

rs/6id., for the year ended January 31, 1939, p. 5. 
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stockownership by The Morris Plan Corporation o£ America. 
The purpose of the society is to offer the group life in- 
surance service commonly associated with the extension of 
credit to consumers. Although the real estate and time-sales 
financing activities initiated by Industrial Finance Corpora- 
tion failed to withstand depression strains, the record shows 
that The Morris PlanTnsurance Society, deriving its business 
from the local industiial banking companies, has remained 
remarkably stable. In fact, it has enjoyed a considerable rise 
in business, and rather steady and substantial earnings. In 
the twenty years from 1917 to 1937 its poliaics mounted m 
number from 1,432 to 250,765. At present the society is 
licensed to do business m 28 states, including New York. 

Other Systems 

During the period when Industrial Finance Corporation 
was setting up Morris Plan banks and companies, other 
organizations, and also individuals, were establishing similar 
systems. One of these, the Wimsett System, extended from 
the easL coast to Honolulu; the others were for the most part 
regional m their operations. Thus the Hood System com- 
panies weie confined largely to North Carolina, the Morgan 
Plan companies to Alabama and other southern states, the 
Peoples Finance and Thrift companies mainly to California, 
the Community Savings and Loan companies to Pennsyl- 
vania, the Thrift companies also to Pennsylvania, and the 
Citizens System companies to the midwestern states. None of 
these systems has survived to the present time, however. 
Many of the component companies failed, and some were 
merged with other companies. Those still m existence now 
operate independently of any system but many of these have 
retained the name of the system under which they were 
oiiginally formed, although there is no formal relationship 
between units. 

The methods by which these companies were set up 
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varied only in detail. In general, it appears that the or- 
ganizers were interested mainly in promotional gains, and 
withdrew alter the companies were established. They would 
merely introduce the plan in a chosen city, help raise capital, 
train the staff of the new company and supply certain 
materials for the keeping of operating records. In a few 
cases the promoters retained stockowrfership, but generally 
they were compensated by a flat fee, or a fee related to the 
volume of loans made by the new company in the first year 
or two of operation. Where the promotional group re- 
ceived stock the. local company often reserved the right to 
buy it back at a stipulated price, and where this procedure 
was followed a commission was received on the whole stock 
flotation. 

In recent years two other systems of industrial banking 
companies have been organized along somewhat different 
lines. One of these, Southeastern Industrial Bankers, Inc., 
was founded in 1930 and now operates 14 companies in 
Maryland, the District of Columbia, Virginia and West 
Virginia. The parent organization has control of these com- 
panies, through stockownership, and supervises their opera- 
tion. 14 Capilal for the enterprises is raised by Southeastern 
Investment Company. The second of the new systems, Indus- 
trial Finance and Thrift Corporation, was established in 
Louisiana in 1930 as “an outgrowth and expansion of the 
business of the D. M. White Company, Inc., of Jackson, 
Mississippi.” 15 At the present time there are 10 White 
System companies, located in Louisiana, Mississippi and 
Tennessee. They act in their own localities as agents of 
Industrial Finance and Thrift Corporation, endorsing and 
guaranteeing collection on consumer loans extended by that 
organization. These loans are used by the latter corporation 

14 Southeastern Industrial Bankers, Inc., Annual Report, March SI, 1931. 

16 Booklet printed by Industrial Finance and Thrift Corporation, New 
Orleans, Louisiana, providing information on its activities. 
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as security for its collateral trust notes, which are sold to 
raise working funds. Both of these networks are very close- 
knit, a characteristic that distinguishes them from the earlier 
systems, many of which were rather loosely organized. 

QUANTITATIVE IMPORTANCE OF INDUSTRIAL 
BANKING COMPANY CREDIT 

In view of the difficulties involved in the definition of an 
industrial banking company, the number of such companies 
which operate in the United States at the present time can 
be only estimated. One way of arriving at such an estimate 
is to divide all the firms which come within the above- 
determined definition into two major types: Morris Plan in- 
stitutions and those that are outside the Morris Plan system. 
There are now 94 Morris Plan banks and companies and 25 
branches, excluding intra-city branches. Massachusetts, with 
16 companies (exclusive of brandies), has more than any 
other state; it is followed by New York, North Carolina and 
Ohio, with 8 each; the remaining 54 companies are scattered 
through 27 states and the District of Columbia. 

The companies outside the Morris Plan system, since they 
are far more numerous and less homogeneous, are considera- 
bly more difficult to count. It was estimated in 1935 that 
“approximately 750 industrial banking institutions, other 
than commercial banks with time-payment departments, are 
now operating in this country.” 10 This estimate, however, 
appears to be too high. 

At the end of 1938 the American Industrial Bankers As- 
sociation had 137 members in continental United States, and 
its list of prospective members totaled 397. It should be 
remembered, however, that the “reputable industrial banks 
and loan companies” which are acceptable for membership 

16 Myron R Bone, “Dividends from the AJJB.A.” m American Industrial 
Banker, vol. 1, no. 4 (December 1935) p. 16. 
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in this organization are defined as any “incorporated com- 
pany 51 per cent or more of whose loan business is in the 
lending of money and discounting of contracts repayable in 
weekly, semi-monthly or monthly installments . . .,” 17 where- 
as in the present study an industrial banking company 
is regarded as an institution which not only lends funds to 
consumers for repayment on an instalment basis but also, 
at least in part, obtains its working funds from the accept- 
ance of deposits or the sale of certificates. Of the present 
and prospective members of the American Industrial Bankers 
Association there are, according to our estimates, only 317 
that conform with the definition used here. 18 With only a 
single exception, this organization does not include members 
of the Morris Plan Bankers Association. Thus, with the addi- 
tion of the other 93 Morris Plan banks and companies, there 
are 410 institutions which, in the usage of the present study, 
may be regarded as industrial banking companies. 

It is not possible to derive from any single source an esti- 
mate of the volume of credit extended by these 410 com- 
panies, or of the amount of their outstandings at any 
particular time. Various sets of incomplete data may be com- 
bined, however, to suggest the quantitative importance of 
credit extended by this type of agency. 

Questionnaire reports are available from 50 industrial 
banking companies outside the Morris Plan system, showing 
that on December 31, 1938, the average outstandings per 
company were $401,000. If this average is multiplied by 316, 
a result of $126,716,000 is arrived at, representing the 1938 
year-end outstandings of the total estimated number of in- 

17 "A I B A. By-Laws Appioved as Amended’’ in American Industrial Banker, 
vol. 2, no 4 (December 1936) p. 13. 

18 This number is based in part on an elimination of those companies on 
the lists which, judging from name alone, do not appear to be of the type 
here defined as industrial banking companies, and in part on correspondence 
with individuals whose general experience enables them to classify the firms 
according to this criterion. 
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dustrial banking companies not within the Morris Plan sys- 
tem. For the same date The Morris Plan. Corporation of 
America has estimated the outstandings of all Morris Plan 
banks and companies at $122,295,000. Thus the total out- 
standings of all industrial banking companies on December 
31, 1938, may be put at approximately $250,000,000. 

From these figures it is possible to derive an estimate of 
the volume of credit extended during the year. For industrial 
banking companies the ratio of loans granted to loans out- 
standing is probably between 1.5 and 1.7. Data from the 
American Industrial Bankers Association ihdicate that in 
1936 loans granted were 1.7 times loans outstanding, whereas 
in 1937 the ratio was 1.5. The difference is difficult to ac- 
count for, but probably it is attributable not so much to a 
lengthening of maturities as to the fact that the companies 
reporting in the two years were not identical. On the basis 
of the 1.5 ratio the total loans granted during 1938 by all 
industrial banking companies may be computed at $373,516,- 
500, with Morris Plan banks and companies accounting for 
$183,442,500 of this amount. If the ratio of turnover is 
considered to be 1.7, the total of loans granted during 1938 
is raised to $423,318,700. Thus it may be concluded that 
aggregate loans granted by industrial banking companies in 
1938 ranged between $370,000,000 and $425,000,000; these 
figures include $10,500,000 of loans made during 1938 that 
were insured under Title I of the National Housing Act. 

The foregoing estimates are obviously only rough approxi- 
mations, but more precise data are too fragmentary to be of 
use in indicating totals. Thus data from the Federal Deposit 
Insurance Corporation indicate that the 71 insured industrial 
banking companies, distributed throughout the country, had 
about $101,015,000 outstanding in loans and discounts at the 
end of 1938; these figures, however, pertain only to insured 
deposit-taking companies, and deposit-taking privileges are 
granted industrial banking companies in only a few states. 
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Again, 15 states issue reports on the volume of outstandings 
of industrial banking companies, and these reports, covering 
about 150 companies, both Morris Plan and others, show 
approximately $132,000,000 in outstandings at the end of 
1938; the reports are not all as of the same date, however, 19 
nor are they equally complete in coverage, and no reports 
are available from states in which industrial banking firms 
are incorporated under the general corporation laws and 
do not operate under special industrial banking legislation. 

Another measure of the quantitative importance of credit 
extended by industrial banking companies is provided by 
the number of individual borrowers served by this group of 
credit agencies. On the basis of the foregoing estimates of 
total loan volume in 1938, and on the assumption that the 
loans averaged $250, the total number of borrowers served 
during that year may be put at between 1,480,000 and 
1,700,000. For many companies the assumed average size of 
loan — $250 — would be too high, and for most offices loan 
volume includes some proportion of renewed loans. In a 
computation of the number of borrowers served these two 
factors would tend to counteract one another, but it cannot 
be determined from available evidence whether they are in 
this case exacdy counterbalancing. It would seem reasonably 
certain, however, that industrial banking companies extended 
their credit to approximately 1,500,000 persons in the year 
1938. 

19 Data for Nebraska are available as of June 30, 1937; for Indiana and 
Virginia, as of December 31, 1937, for Florida, New Hampshite, Utah and 
West Virginia, as of June 30, 1938; for Connecticut, as of September 30, 
1938; for Maine, Maryland, Michigan, New York, North Carolina, Ohio and 
Rhode Island, as of December 31, 1938. 
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When the first industrial banking company was organized 
in Virginia in 1910, there was no specific law in that state 
providing for the incorporation of this type of company. 
Since it failed to fit into any of the usual categories of cor- 
porations, the new firm was granted a general charter as a 
Virginia corporation. Although m some states this indefinite 
and unsatisfactory legal status has continued to the present 
day, most states where industrial banking companies have 
been established in any considerable number now have spe- 
cial provisions governing such institutions. There is still, 
however, no more than a general similarity among the vari- 
ous state statutes. 

It is true that some industrial banking companies have 
been incorporated under general banking statutes, thus 
attaining the status of banks, but this has not often oc- 
curred. The main reason why special legislation has been 
necessary is the fact that in most states the general banking 
statutes are not drafted in such a way as to apply to the ex- 
tension of personal instalment loans, which is the primary 
activity of industrial banking companies. 2 And since the 

X A list o£ state statutes applying to industrial banking companies is given 
in the Appendix The present chapter is based on an examination of these 
statutes and on correspondence with state bank supervisory authoiities and 
officials of industrial banking companies 

2 Only m 10 states do the general banking statutes make some special pro- 
vision for personal instalment loans: Arizona, Delaware, Maine, Michigan, 
New Jersey, New York, North Carolina, Ohio, South Carolina and Virginia 
See National Bureau of Economic Research (Financial Research Piogram), 
Commeicial Banks and Consumer Instalment Credit, by John M. Chapman 
and Associates (1940) Chapter 2 
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companies, not having bank status, could not raise loanable 
funds by accepting deposits, another peculiarity, not in con- 
formance with general banking law, developed in their oper- 
ating procedure: the issuance of instalment investment 
certificates. 

Thus the legislation that pertains specifically to industrial 
lending usually contains provisions regarding loans payable 
in instalments, the issuance of instalment investment cer- 
tificates, and the imposition of various charges and fines 
characteristic of the consumer lending procedure. While 
industrial loan 'laws contain many other provisions, it is 
these special features that distinguish them from general 
banking statutes. It should not be assumed, however, that 
such special legislation deals effectively with all the im- 
portant problems involved in industrial banking activities. 
Most of these laws make no mention, for example, of time- 
sales financing, which has come to be of considerable im- 
portance to many industrial banking companies. A notable 
exception in this respect is the Indiana law regulating sales 
financing, which applies as forcefully to industrial banking 
companies as to any other type of credit agency. 

At the present time 31 states 3 have some special statutory 
provision for industrial banking companies; in the remain- 
ing 17 states 4 no such provisions have been made. The first 
group includes not only those states which have “industrial 
bank,” "industrial loan company” or “industrial loan and 
investment” acts, but those in which legal provision for sub- 

8 Arizona, Arkansas, California, Colorado, Connection, Delaware, Florida, 
Indiana, Iowa, Kentucky, Maine, Maryland, Massachusetts, Michigan, Minne- 
sota, Missouri, Montana, Nebraska, New York, North Carolina, Ohio, Oregon, 
Pennsylvania, Rhode Island, South Carolina, Texas, Utah, Virginia, Wash- 
ington, West Virginia and Wisconsin. In the District of Columbia industrial 
loan companies are subject to a special law passed by the national legisla- 
ture, but this act does not apply to industrial banks in the District that 
operate on bank charters. 

4 Alabama, Georgia, Idaho, Illinois, Kansas, Louisiana, Mississippi, Nevada, 
New Hampshire, New Jersey, New Mexico, North Dakota, Oklahoma, South 
Dakota, Tennessee, Vermont and Wyoming. 
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stantially the same type of operation is made under the 
general banking laws, as in Ohio, or under other statutes, 
as in Iowa. 

In the 17 states that have no special provisions for indus- 
trial banking companies, these concerns must operate under 
other ‘laws. In Louisiana, Mississippi, Oklahoma and Ten- 
nessee they are at present chartered under the general cor- 
poration laws. In Georgia one Morris Plan institution is 
chartered as a state bank, while another Morris Plan com- 
pany and several other industrial banking companies operate 
under an amendment to the Building and £oan Association 
Act. In Illinois, too, several different types of legislation 
affect industrial banking companies; here some institutions 
operate under state banking charters, others under the state 
small loan act, and still others under the general corpora- 
tion law. 

The following pages are devoted to a comparative analysis 
of the main features of the industrial banking laws now in 
force. The purpose of the discussion is not to present a com- 
plete summary of industrial banking law but rather to show, 
by reference to the most significant provisions in a few state 
laws, how the organization and operation of a consumer 
credit agency of this type are affected by legal conditions. 

REGULATIONS REGARDING ORGANIZATION 

Most of the state industrial banking laws contain provisions 
prescribing in some detail what steps must be taken before 
an industrial banking company can be granted a corporate 
charter. The New York law, for example, provides that five 
or more persons may form a corporation to be known as 
an industrial bank by submitting an organization certificate 
to the superintendent of banks and having it approved by 
that office. The certificate must state the name of the pro- 
posed bank, the place where its business is to be transacted, 
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the amount of capital and the number of shares to be issued, 
the address of each incorporator and the number of shares 
he subscribes to, the lerm of existence (which may be per- 
petual), and the names and addresses of the directors, num- 
bering at least five, who are to serve the corporation until 
the first meeting of stockholders. An ..authorization certifi- 
cate is issued by the superintendent of banks if he is satisfied 
that all the requirements, especially those relating to capital- 
ization, have been met. 

This general pattern is characteristic of the majority of 
state laws, although in some, as in that of West Virginia, 
the initial agreement of incorporation must be submitted 
to the secretary of state who, in turn, forwards it to the com- 
missioner of banking for approval. In some cases incorpora- 
tion fees are charged by the incorporating authority. Most 
laws state that the authorizing officer must investigate the 
character and fitness of the incorporators. 

In the procedure governing initial organization a feature 
with an important bearing on local competitive conditions 
is that which charges the charter-granting authority with the 
duty of considering the application in the light of the “con- 
venience and advantage of the community.’’ Thus in the 
state of Ohio the superintendent of banking is instructed 
to refuse approval if the establishment of an industrial bank- 
ing company, called in Ohio law a “special plan bank,” will 
not, in his opinion, serve the best interests of the public. 
In Pennsylvania the Consumer Discount Act, under which 
companies engaged in industrial lending may operate, stipu- 
lates that before a license can be issued by the secretary 
of banking it must be determined whether such action would 
promote the “convenience and advantage of the community.” 
In the state of Washington a somewhat different situation 
prevails, in that the supervisor of banking is required to 
decide whether the resources available in the immediate sur- 
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roundings of the proposed company are such as to give 
reasonable promise of adequate support for its existence. 

The intent of such provisions is, of course, to limit the 
number of companies permitted, either by license or by 
charter, to do business in a given community, and the ulti- 
mate purpose is to garb the development of severely com- 
petitive conditions. There are no data available, however, 
on the interesting question of the number of applications 
rejected on this ground. In at least one state, Michigan, the 
law prohibits the incorporation of any new industrial banks. 
This provision of die Michigan Financial "institutions Act 
has been in effect since April 30, 1929. 

In some states the procedure of incorporation is very sim- 
ple, doubtless because few companies have applied for char- 
ters or licenses. In the state of Montana, for example, die 
application is submitted to the governor of the state and 
approval is granted by him. Nevertheless, a severe restriction 
on industrial banking company activity is embodied in the 
Montana law, for it stipulates that no company may be or- 
ganized to do business in a city with less than 20,000 inhabi- 
tants, a condition which limits companies to two cities. 

MINIMUM CAPITAL REQUIREMENTS 

Another feature commonly found in state laws governing 
industrial banking companies — and one which has doubtless 
served to keep down the number of companies seeking or- 
ganization privileges — is the provision concerning minimum 
capital requirements. As in general banking law, the require- 
ment is often stated in relation to the population of the city 
in which the principal office of the business is to be located. 
Thus m Massachusetts the law stipulates diat no company 
may operate with a capital of less than $50,000; the mini- 
mum is raised to $100,000 in the communities with a popu- 
lation of between 100,000 and 300,000, and to $200,000 in 
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cities with a population of over 300,000. The Massachusetts 
law further stipulates that the minimum capital must be 
fully paid in before business is begun. Some state laws per- 
mit operations to begin when 50 percent of the capital has 
been paid in, the remainder to be paid in monthly instal- 
ments, each amounting to 10 percent ofcthe entire capital. 

Other states have much less detailed provisions on this 
point. In Indiana, Chapter XXI of the Financial Institutions 
Act governing industrial banking and investment companies 
merely stipulates that the capital stock of any company oper- 
ating under its provisions shall be no less than $50,000, the 
entire sum to be fully paid in before the company opens for 
business. Companies incorporated and engaged in business 
before the passage of this law, which went into effect on 
July 1, 1935, were allowed three years in which to meet the 
minimum capital requirement. 

Provisions with regard to required capital vary in strin- 
gency from one state to another. For a company seeking to 
operate in a city with a population of 75,000, for example, 
the laws of Arizona, Connecticut, North Carolina and Ohio 
would insist upon a minimum capitalization of $100,000. 
On the other hand licensees in Kentucky or Pennsylvania 
would be permitted to function in a city of this size with 
as little as $25,000. The minimum set in other states ranges 
from $30,000 to $50,000. Then there are some states, includ- 
ing Wisconsin, which have no special provision for minimum 
capital requirements, and others, including Missouri, which 
merely refer to the general corporation law. Companies oper- 
ating as state banks or under small loan laws are, of course, 
required to meet the special provisions embodied in these 
statutes. 

Closely related to minimum capital requirements are the 
regulations, found in a number of state laws, governing the 
types of capital stock which may be issued and the conditions 
upon which the amount of such stock may be increased or 
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decreased. Many states, for instance, sanction the issuance of 
only one class of stock. These provisions need not be elabo- 
rated upon, however, since they have a relatively minor ef- 
fect upon the business operations of industrial banking 
companies. 

LENDING PRIVILEGES AND RESTRICTIONS 

Types of Loans and Investments Permitted 
State laws vary considerably in the extent to which they 
regulate the lending operations of industrial banking com- 
panies, although none of them fails to exercise some degree 
of authority on this point. In a few instances the law confers 
a blanket right to lend money. An example of such legis- 
lation is the California Industrial Loan Act, which permits 
companies to lend money "on personal security or other- 
wise.” A similar situation obtains under the Virginia Indus- 
tiial Loan Association Law, which allows companies to lend 
money to any person, firm or corporation, the loan to be 
repaid in periodic instalments and secured by the obligations 
of the same party or by any other security. A much more de- 
tailed form of regulation is that embodied in the Indiana 
Industrial Loan and Investment Act, which gives companies 
the following lending privileges: first, to discount, purchase 
or otherwise acquire notes, bills and acceptances or other 
choses in action; and second, to lend on individual credit 
or the security of comakers, on personal endorsement, on 
the mortgage of real or personal property, and on the mort- 
gage or pledge of choses in action. 

Several of the states, including Massachusetts, prohibit 
loans secured by real estate, and in some, real estate loans 
are permitted but subject to definite restrictions. Thus in 
Indiana a mortgage must be a first lien, maturing in no more 
than 5 years, on improved real estate located within 50 miles 
of the principal office of the lender. It is provided also that 
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the loan shall not be in excess of 60 percent of the fair cash 
value of the property as verified by written endorsement, 
and that the total of real estate loans shall not exceed 25 
percent of the total of a company’s paid-in and unimpaired 
capital and outstanding certificates of investment or indebt- 
edness. These qualifications do not apply to mortgages taken 
as additional security for loans otherwise authorized in the 
Indiana act. Two states, Indiana and Maine, explicitly per- 
mit FHA Title I real estate improvement loans. Other laws 
make no specific allowance in this respect, but the lending 
privileges they cTonfer are broad enough to permit industrial 
banking companies to take advantage of the insurance pro- 
tection supplied by the federal government. 

Regulations governing the types of investment securities 
which industrial banking companies are permitted to hold 
as assets are scarcely important enough to warrant a detailed 
review, because only a relatively small proportion of indus- 
trial banking company assets is invested in securities. In 
general, such companies are restricted to investment in se- 
curities eligible for purchase by savings banks within the 
state. 

Many states expressly forbid industrial banking companies 
to make loans secured by the company’s own stock, on the 
ground that the use of such security would be tantamount to 
a reduction of the company’s capital. Also, it is not unusual 
to find a law forbidding loans to directors, officers or em- 
ployees of the company, except when such loans are approved 
by vote of a majority of the board of trustees. In Indiana, 
loans to directors cannot be made on any condition. 

Regulation of Loan Maturities 

Almost every law that governs industrial lending contains 
a provision concerning the maximum maturity or contract 
length of cash loans The laws of Kentucky, Missouri, Mon- 
tana, Texas and Utah limit the maturity of loans to one 
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year; the limitation in Pennsylvania and West Virginia is 
two years. In Virginia, on the other hand, maximum length 
of contract is set at ten years; it is possible that despite this 
extremely liberal provision in Virginia the supervisory au- 
thorities would not allow companies to extend an ordinary 
industrial loan over such a long period. Arizona, Arkansas, 
Delaware, Florida, Indiana, Massachusetts, Ohio, South Caro- 
lina and Wisconsin set no maximum for maturities; in other 
states laws are so written as to permit maximum maturities 
varying according to the type of loan. Thus in New York 
industrial loans are limited to 15 months except when se- 
cured by real estate mortgages; for loans so secured no maxi- 
mum maturity is fixed. In Rhode Island real estate mortgage 
loans may extend as long as five years, while other loans are 
limited to one year. Indiana establishes a maximum maturity 
of 24 months on comaker loans and five years on loans se- 
cured by real estate mortgages. In California loans are re- 
stricted to one year, but companies are allowed to discount 
conditional sales contracts for as long as two years. Colo- 
rado’s law is unique in that its maturity regulation applies 
only to loans of less than $500; loans of this amount may 
not extend beyond one year but there is apparently no limita- 
tion on larger loans. 

Regulations Regarding Size of Loans 
Where industrial banking companies operate under small 
loan laws they are subject to the $300 maximum which ap- 
plies to nearly all personal finance companies. In general, 
however, special industrial lending statutes have raised this 
limit to allow the companies a far greater freedom in lending. 

The most complete and detailed set of regulations govern- 
ing the maximum size of industrial loans is to be found in 
the law of New York State. Here such loans are restricted to 
$5000 when secured by bonds, notes or instalment certifi- 
cates of investment. In addition, companies are allowed to 
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discount or purchase notes, bills of exchange or other obli- 
gations in amounts up to one-tenth of the capital stock and 
surplus of the lending company, with the following excep- 
tions: (a) the one-tenth limitation does not apply to invest- 
ments in bonds or other obligations of the United States or 
of New York State or of any political subdivision of New 
York State; (b) investment in the obligations of foreign na- 
tions, railroad corporations, states other than New York, 
municipal corporations other than those of New York State, 
and corporations subject to the jurisdiction of the New York 
State Public Service Commission may not exceed 25 percent 
of the company’s capital stock, surplus and undivided profits; 

(c) loans may equal but not exceed 25 percent of the capital 
stock, surplus and undivided profits of a company if the 
obligations are secured by "drafts or bills of exchange drawn 
in good faith against actually existing values, or upon com- 
mercial or business paper actually owned by the person ne- 
gotiating the same,” 5 and are endorsed without limitation; 

(d) loans may equal but not exceed 25 percent of capital, 
surplus and undivided profits if they are secured by mar- 
ketable securities having an ascertained market value at least 
15 percent greater than the amount of the loan secured; (e) 
an industrial lending company may not take or hold more 
than 10 percent of the capital stock of another banking or 
insurance corporation as collateral security. The New York 
law also contains further limitations concerning real estate 
loans. 

Other state laws are far less detailed than that of New 
York. Arizona, Pennsylvania and Wisconsin merely restrict 
industrial banking companies to loans of $1000 or less. In 
some states the maximum is set at $2000, as in Kentucky, or 
at $5000, as in Colorado and Rhode Island. In all other 
states which have industrial banking legislation the provi- 

5 New York State Banking Department, Bulletin No. 3, Industrial Banks, 
Article vn. Section 294, 8, b. 
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sions are stated entirely m terms of a percentage, varying 
from 2 to 20 percent, of paid-in capital and surplus, and 
exceptions are noted for government securities, notes, bills 
of exchange, acceptances and loans secured by marketable 
securities. The most restrictive of all laws is that of the Dis- 
trict of Columbia, which limits cash loans to $200. 6 Except 
in this instance it w8uld appear that the regulations con- 
cerning the maximum size of loans are not so stringent as 
to hamper seriously the operations of industrial banking 
companies. 

As was pointed out at the opening of this-,chapter, indus- 
trial banking law, almost without exception, imposes no re- 
strictions upon sales financing transactions. Thus while the 
cash loan limit may be rather low in a few jurisdictions, com- 
panies are usually free to transact sales finance business in 
whatever amounts and on whatever terms they desire. 

MAXIMUM LEGAL CHARGES 7 

Industrial loan laws usually regulate rates of charge on cash 
loans by setting a maximum per annum rate of discount, 
delinquency fee and investigation or service fee. In addition 
they commonly provided that the investigation fee may not 
be charged unless the loan is actually made. In some states, 
however, the regulation is much more general. For example, 
the Colorado and Wisconsin laws stipulate a flat 10 percent 
discount and make no provision for other fees or charges. 
In Missouri, North Carolina, Virginia and West Virginia the 
law states that industrial banking companies may charge the 

0 This applies, of course, only to companies operating under non-banking 
charters. One large industrial banking company located in Washington, 
D C. operates on a national bank charter. 

7 The rate provisions of the Indiana law have not been included in this 
discussion because rates in that state are set at the discretion of the De- 
partment of Financial Institutions after a public healing. The Financial 
Institutions Law governing industrial lending does not provide a legal late 
schedule. 
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usury rate, plus an investigation fee. The latter, which in 
Missouri is chargeable only if the loan is made, is generally 
$1 for each $50 borrowed, or fraction thereof. 

The Consumer Discount Act of Pennsylvania sets up a 
more detailed structure of maximum legal charges. This law 
permits licensees to discount contracts for one year at 6 per- 
cent, and to charge an investigation 'fee of $1 per $50 on 
loans up to $500 and of $1 per $100 on any remaining por- 
tion of loans up to $1000. The Pennsylvania act also sets a 
maximum investigation fee of $3 on loans of $25 or less 
and of $6 on lpans exceeding $25. No fee may be charged, 
however, unless the loan is actually made. In addition, a 
company operating under this act is permitted to charge a 
delinquency fee of 1J4 percent per month of the amount in 
arrears, although such charge may not be greater than 25 
cents. 

In general, the discounts allowed by industrial loan legis- 
lation tend to be from 6 to 8 percent where additional charges 
are allowed. In Massachusetts, where no provision is made 
for other charges, companies may discount at 12 percent on 
the first $500 of a loan and at 9 percent on the excess. De- 
linquency fees, when specially provided for in state laws, are 
generally set at 5 percent of the delinquent payment. In 
some instances an absolute maximum is also set; thus in New 
York the maximum delinquency fee is 50 cents on loans of 
less than $50 and $5 on loans of $50 and over. This law also 
stipulates, as do the Florida and Minnesota laws, that the 
delinquency fee is not to be cumulated. Other provisions 
designed to protect the borrower from excessive exactions 
for delinquency are incorporated in several enactments. The 
Washington law states that the fee is not chargeable unless 
the loan has been in default for one week or more. The 
Oregon law, which allows a fee of 5 percent of the delinquent 
payment per week, stipulates that after the delinquent in- 
stalment has been paid all subsequent instalments must be 
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extended for the length of time for which the legal fee was 
paid; moreover, the charge cannot be levied for more than 
four weeks on any one instalment. In the Rhode Island law 
delinquency fees may not be imposed for more than ten con- 
secutive instalments, and the maximum fine is set by the 
amount of the delinquent payment. 

When investigation fees are specifically provided for in 
laws governing industrial lending they are usually set at from 
2 to Zy z percent of the amount of the loan, wiLh varying 
provisions as to absolute maximum. An interesting feature 
of the New York law is the prohibition of a> second investi- 
gation fee if a loan is made again within the next three 
months to the same borrower. Most state laws which men- 
tion investigation fees expressly forbid the charging of such 
a fee unless the loan is made. The legislation of Florida, 
North Carolina and Virginia, and the proposed law of 
Kansas, do not touch upon the matter of investigation fees. 

In Arizona, Connecticut, Florida, Oregon, Pennsylvania 
and Washington industrial banking companies are permitted 
to collect, in addition to other charges, special fees to cover 
the costs actually incurred in the recording and filing of 
documents involved in the extension of a loan. Only Penn- 
sylvania, however, makes special provision for a fee to cover 
the cost of loan insurance. Presumably other states permit 
such charges under the general statement that fees may be 
charged to meet any actual costs incurred in connection with 
a loan. 

DEPOSITS 

It has already been emphasized that in many states industrial 
banking companies are prohibited from accepting deposits. 
Some laws, however, now grant this privilege, either in whole 
or in part. Thus in both New York and Virginia industrial 
banking companies are empowered to accept deposits and to 
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issue as evidence thereof bonds, notes, certificates or other 
token of indebtedness. The New York and Virginia laws 
provide also that industrial banking companies may accept 
deposits repayable by check or other similar order. The lat- 
ter privilege may be exercised in New York if the amount 
of the capital stock of the company is not less than the 
amount of the capital stock which otlier types of banks in 
communities of the same size would be required to have 
in order to exercise this privilege. Other states, including 
Arizona, Florida, Michigan, North Carolina and Ohio, make 
provision for the acceptance of time deposits, but for the 
most part forbid the taking of demand deposits or commer- 
cial accounts. Where a company has a state or national bank 
charter it is, of course, permitted to do a general deposit 
business. 

All industrial banking companies in states which make 
provision for the acceptance of deposits by companies incor- 
porated under their statutes, and all institutions operating 
on state or national bank charters, are eligible for member- 
ship in the Federal Deposit Insurance Corporation. Other 
industrial banking companies operate under laws which pro- 
vide for the issuance of certificates of investment, and though 
these companies are in effect receiving deposits they are not 
eligible to subscribe to stock of the FDIC. 

At the end of 1938 there were 71 FDIC-insured industrial 
banking companies, located in the following states: Alabama, 
Delaware, District of Columbia, Florida, Georgia, Illinois, 
Kentucky, Maryland, Michigan, Missouri, New York, North 
Carolina, Ohio, Pennsylvania, Tennessee and Virginia. It is 
interesting to note that the Industrial Bank Act of North 
Carolina, as originally written, described deposit funds as 
certificates of indebtedness or investment. The law was later 
amended to read that industrial banks might “solicit, receive 
and accept money or its equivalent on deposit both in sav- 
ings accounts and upon certificates of deposit.” Almost all 
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the industrial banking companies in North Carolina are now 
members of the FDIC. 

SALE OF INVESTMENT CERTIFICATES 

From their inception a distinguishing characteristic of in- 
dustrial banking companies has been their practice of selling 
certificates of indebtedness or investment. Since companies of 
this type were not in the beginning allowed to accept de- 
posits, the sale of such certificates was generally resorted to 
as a means of obtaining loanable funds. The* practice is still 
followed in states which forbid the acceptance of deposits, 
and a few companies use this device even though they are 
granted the deposit-taking privilege. 

It is not only as a means of obtaining funds, however, but 
also as a lending procedure that the sale of certificates has 
proved an important part of industrial banking company 
practice. Personal instalment loans, not provided for in most 
general banking legislation, can be extended by industrial 
banking companies in connection with the sale of investment 
certificates, to be paid for by the borrower in periodic pay- 
ments. A certificate thus used as collateral security for a loan 
is referred to as “hypothecated”; one used as an instrument 
of savings is “unhypothecated.” In the present state of the 
law these two types of transactions are closely related; most 
industrial banking legislation permits companies to sell cer- 
tificates of investment, whether or not they are to be used 
as collateral for a loan. 

In most state laws the instalment sale of an hypothecated 
investment certificate is viewed as a transaction separate and 
distinct from the extension of the loan. The purpose of this 
fiction is to eliminate all formal difference between a loan 
extended by an industrial banking company and a straight 
loan repayable in its entirety at the date of maturity. Thus 
it is possible for the former to be regarded as conforming 
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with the statutes governing maximum legal interest rates, 
in spite of the fact that the effective rate of interest on a 
loan paid off in instalments is greater than it is on a loan 
paid at maturity in one payment, assuming that both loans 
are discounted at the same rate for the same period of time; 
on a regularly declining balance the elective rate is roughly 
twice the rate of discount. In the Ohio law relating to “spe- 
cial plan banks” it is explicitly recognized that the borrower 
who repays in regular instalments pays a higher effective 
rate of interest than he would if the loan were repayable in 
one sum at maturity. Under this law a commercial bank, if 
it takes out a license as a “special plan bank,” may accept 
regular instalment payments on a loan and “avail itself" of 
a rate of interest which is higher than the 8 percent legal 
maximum. 8 

The form of the provision concerning certificates of in- 
debtedness or investment is fairly uniform in the majority 
of state enactments. In the North Carolina law, which may 
be considered representative in this respect, it is stated that 
an industrial bank is permitted to “sell or offer for sale its 
secured or unsecured evidences or certificates of indebted- 
ness, or investment, and to receive from investors therein or 
purchasers thereof payments therefor in installments or other- 
wise, with or without an allowance of interest upon such 
payments, whether such evidence or certificates of indebted- 
ness or of investment be hypothecated for a loan or not, and 
to enter into contracts in the nature of a pledge or otherwise 
with such investors or purchasers with regard to such evi- 
dences or certificates of indebtedness, or of investment; and 
no such transaction shall in any way be construed to affect 
the rate of interest on such loans.” 9 

The separation of the two transactions, the granting of 
the loan and the instalment sale of the certificate of indebt- 

8 Banking Laws of Ohio, Annotated, 1987, General Code, sect. 710-180. 

0 Banking Laws of North Carolina, Article 10, sect 225 (f) 2. 
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edness, is made explicit also in the Connecticut law, which 
stipulates that the payments on the certificates are “not to 
be construed as part payment ol such loan .” 10 In the pro- 
posed Kansas law payments on certificates are distinguished 
from the loan transaction by a clause which reads: “Such 
investment certificate-and the subscription therefor, shall be 
construed to be a separate, distinct, and independent transac- 
tion and contract from that of the loan, and the payments 
on the investment certificate shall not be included, or con- 
sidered when computing the interest charged on the loan, 
and such payments on the investment certificate shall not be 
construed, deemed, or taken to be payments made on ac- 
count of the principal and interest on the loan secured 
thereby .” 11 

Although in some states, notably Massachusetts, the law 
permits industrial banking companies to make instalment 
loans without recourse to the hypothecation device, there 
are companies in these states which still cling to the practice 
of hypothecating instalment payments on certificates and 
then charging this entire deposit against the face of the note 
at maturity. 

Where special legislation has been enacted to cover cer- 
tificates of investment the law usually states whether or not 
such certificates may bear interest. Although some companies 
have at times paid interest even when the certificate was 
hypothecated, thus effecting a reduction in the cost of the 
loan to the borrower, payments of this sort are not general 
practice. Interest is always paid, however, when the certifi- 
cate is not hypothecated. In many cases die laws provide 
withdrawal features, whereby the certificate becomes for all 
practical purposes the same as a time deposit. The statutes of 
California and Utah expressly demand, however, that each 

10 Laws Relating to State Banks, Trust Companies, Etc, 1937, sect. 4034 (6). 
11 Kansas Legislature, Session o£ 1939, House Bill 410, sect. 3 (e). There is an 
identical passage in the Senate Bill No. 323. 
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certificate be stamped with the statement, “This is not a 
certificate o£ deposit.” 

In Maine and in Washington the law stipulates that when 
a certificate is sold at the same time that a loan is made, the 
price of the former may not exceed its actual face value 
In Massachusetts and Missouri the aggregate payments re- 
quired on the certificate may not exceed the face amount of 
the loan plus the lawful rate of interest and permitted fees. 
These and similar provisions are designed to protect the 
borrower from being charged an illegal rate of interest 
through the instalment certificate device. 

RESERVES 

Most industrial banking companies maintain reserves against 
potential losses on their outstanding loans, but in no state 
except Washington do the industrial banking laws establish 
standards on this matter. In no state are reserves required 
against hypothecated deposits. Where industrial banking 
companies are permitted to take time or demand deposits, 
however, they are subject to the same requirements as are 
other banking institutions, in regard to the reserves to be 
held against these liabilities. In such cases there is consid- 
erable similarity in the requirements. The reserve require- 
ment varies among the states but is never less than 5 or more 
than 10 percent of deposits and outstanding unhypothecated 
investment certificates. In Michigan and New York, both of 
which grant extensive powers to industrial banking com- 
panies, reserves must be maintained and handled by such 
companies in the manner prescribed for other state banks. 

The distribution of reserves, too, is set by law. The pro- 
posed Kansas statute stipulates that half of the 5 percent re- 
serve on unhypothecated deposits and investment certificates 
is to be held in cash and half in bank deposits; the same 
regulation applies to state banks. Florida, which stipulates 
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a 10 percent reserve, requires that three-tenths of it be kept 
in cash and seven-tenths in marketable securities. Other 
states make no requirements as to the distribution of the 
reserve, but many set up standards as to how it shall be in- 
vested; bonds of the United States, bonds of the state in 
which the company is incorporated, marketable securities 
and deposits in banks located in the same state are the prin- 
cipal uses approved. 

DIVIDEND PAYMENTS 

Provisions for the payment of dividends are contained in 
about one-third of the industrial loan laws. These for the 
most part state that before any dividends may be paid, 10 
percent of net profits must be carried to surplus until the 
latter equals a stated percentage of the paid-up capital stock. 
It is in the required ratio of surplus to capital stock that the 
differences among the states stand out clearly. Oregon re- 
quires that the ratio be 15 percent, Minnesota 20 percent, 
California and Washington 25 percent, Florida and Massa- 
chusetts 50 percent, and New York 65 percent. In Michigan 
one-tenth of the net profits of a company must be carried to 
surplus until the latter equals the amount of common stock 
capital. 

Some laws carry these provisions even further. Washing- 
ton is unique in its requirement that before a corporation 
declares a dividend it must set aside a reserve for losses, the 
amount of such reserve to equal 1 percent of the total out- 
standing loans and discounts. The statute of this state also 
prohibits the distribution of unearned interest as a part of 
the profits. A similar restriction is expressed in the law of 
West Virginia. In Massachusetts dividends may not exceed 
the company’s total net undivided profits, exclusive of sur- 
plus, after deductions for bad-debt losses not otherwise pro- 
vided for. Bad debts are defined by the law as obligations 
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owed to the corporation on which interest is due and has 
been unpaid for six months, but such obligations are not 
regarded as bad debts if they are well secured and in process 
of collection. 

In the law of Indiana the provision covering dividend 
payments is expressed somewhat differently from comparable 
regulations in other states. Semi-annually, on June 30 and 
December 31, before payment of any dividends, a company 
operating in Indiana must transfer to its surplus account a 
credit equal to 5 percent of its net earnings for the preceding 
six months. This surplus account is to be accumulated until 
it equals the amount of the capital stock of the company. 
No company may declare dividends upon its stock in any 
form unless its capital is unimpaired and unless it has ac- 
cumulated, and maintained unimpaired, a surplus fund 
equal to 25 percent of its capital. Dividends may then be 
declared, though no more frequently than semi-annually. 
The rate of dividends paid by a company is not to exceed 
6 percent of the book value (determined by the banking 
department) of its shares, until such time as the unimpaired 
surplus fund of the company equals the amount of its un- 
impaired capital stock. 

BRANCH BANKING 

In some states industrial banking companies have grown in 
size and importance to the point where it has become neces- 
sary for the law to stipulate whether or not branch banking 
is to be permitted. A few of these states have sanctioned the 
setting up of branches but have at the same time imposed 
certain limitations upon their establishment and operation. 

According to the law of Washington, branches may be 
established only with the approval of the state superintendent 
of banking. In Michigan the banking commission must ap- 
prove the creation of a branch, and it grants such permission 
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only for branches within the city where the principal office 
of business is located. New York allows branches within the 
city of the main office, but only if that city has a population 
of at least 50,000; it stipulates also that for each branch there 
must be a capital of at least $100,000. Branches established 
before June 1937 are, not, however, affected by this section 
of the New York statute. 

Massachusetts allows a wider branch banking system. Here 
branches may be established not only in the city or town of 
the principal office but also throughout the county. This 
provision does not apply to branches established before 
January 1935. Florida and North Carolina allow branches 
throughout the state. The branches of industrial banking 
companies in Florida are not permitted to accept deposits of 
any type, although the principal office may accept time 
deposits. 

The statute of North Carolina imposes more specific 
branch capital requirements than do the laws of other states. 
Here the establishment of a branch m a community with a 
population of 15,000 or less is permitted only on the con- 
dition that the parent bank has paid-in capital of $25,000 
for itself and each blanch. This requirement is raised to 
$50,000 when the population of the branch office city is be- 
tween 15,000 and 25,000, and to $100,000 where the popu- 
lation exceeds 25,000. 

In Pennsylvania branch banking as such is not mentioned 
in the Consumer Discount Act. A statewide branch organi- 
zation could be developed, however, by qualifying a number 
of offices to operate under this act. Where companies are 
chartered as state banks they may, of course, avail themselves 
of the same branch banking privileges as are afforded state 
banks. In Pennsylvania an industrial banking company oper- 
ating on a state bank charter can maintain branches only 
within the same city. 

Aside from any formal system of branches, there are chains 
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or groups of companies that have been formed through cor- 
porate arrangements. About 15 Morris Plan banking com- 
panies are controlled through stockownership by The Morris 
Plan Corporation of America, and some individual indus- 
trial banking companies have a controlling stockownership 
in companies in other cities. r 

SUPERVISION 

The majority of the statutes pertaining to industrial bank- 
ing companies provide that the state banking department 
shall exercise supervisory authority over such institutions. 
There are some variations, however, on this general rule. In 
California the commissioner of corporations is the supervisor, 
in Florida authority is vested in the state comptroller, and 
in Arkansas and a few other states the securities division 
regulates the activities of the companies. 12 In those states in 
which industrial banking companies operate under a small 
loan act or a state bank charter, supervision and examination 
are carried on in the manner prescribed for other institutions 
affected by these laws. Some states provide that industrial 
banking companies be examined according to the proce- 
dure for state banks (Florida, Kansas), or for savings banks 
(Maine). 

Examinations vary as to both frequency and thoroughness. 
In general, state laws require that companies be examined 
twice a year. In Arkansas the securities division of the bank- 
ing department may make detailed audits of the business at 
any time during the year and as often as it deems necessary. 
The cost of the examination is borne by the banking com- 
pany, but its amount may not exceed $10 a day. In Indiana 
the examiners make their own analysis of the value of the 
loans and arrive at their own figure for the net worth of the 

12 Companies are regulated by the securities division of a state on the 
ground that the sale of an instalment investment ceitificate constitutes a 
security sale. 
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company. They verify collateral held as security for loans 
and note whether the ledger cards are in balance. Also, they 
check to see that proper refunds are being made on prepaid 
loans. 

It has been a frequent practice to list delinquent loans as 
“slow,” "doubtful” os “loss,” but this classification has prob- 
ably been altered in some states in accordance with the agree- 
ment entered into in June 1938 by federal bank supervisory 
agencies. This agreement substituted numerical for descrip- 
tive designations, and specified definitions of the various 
classes. The adoption of the new classification was recom- 
mended to state bank supervisory authorities by the Execu- 
tive Committee of the National Association of Supervisors 
of State Banks. 13 Examiners also list loans in the hands of 
attorneys, and charge-offs and recoveries. Detailed questions, 
sometimes filling several pages, are asked concerning book- 
keeping practices and office management, and the company 
is required to submit a regular balance sheet and a list of 
the directors’ borrowings, endorsements and stockownership. 

It should be emphasized, however, that few states provide 
for an examination which takes account of all the above- 
mentioned aspects of a company’s operations. In some states 
no examination is made, with the result that company prac- 
tices are governed merely by whatever degree of competition 
exists in the community and by a sort of self-policing under- 
taken by the firms themselves. 

Reports on company operations are required in most states, 
although in this respect too there is no uniformity. Michigan 
provides that such reports shall be the same as for state banks, 
and imposes fines on institutions which fail to file them. 
Utah requires one report annually and special reports on 
demand. New York stipulates that reports are to be made 
upon request of the superintendent of banking. The remain- 

18 Federal Deposit Insurance Corporation, Annual Report , for tlie year 
ended December 81, 1938, pp. 63-64. 
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ing states require either one or two reports annually; and 
Connecticut provides that no more than five shall be de- 
manded in any year. 

In general, the reports call for balance-sheet and income- 
statement items. Some insist also upon a detailed account of 
loans, classified by size and type, and a, detailed statement of 
charge-offs, recoveries and delinquencies. 

OTHER FEATURES OF INDUSTRIAL LOAN LAWS 

Several state laitfs confer powers or impose restrictions upon 
industrial banking companies which have not been covered 
in the preceding discussion. 

Many laws have provisions concerning the amount of 
stock which must be owned by directors, the minimum vary- 
ing from $ 100 in Virginia to $1000 in Massachusetts. Many 
have requirements as to the directors’ residence; in Montana, 
for example, three-fourths of the directors must be residents 
of the state. Minnesota goes even further, stipulating that 
three-fourths of the directors be residents of the principal 
city in which the company is located. 

Not uncommonly restrictions are enforced against the use 
by any company of the word “bank” or “banking” in its 
title. Minnesota forbids the use of the word “banking.” The 
statute of Connecticut permits the use of the word “bank” 
except where it would indicate that the company is a sav- 
ings or commercial bank. In Washington companies oper- 
ating under the industrial loan act must have a title ending 
with “industrial loan company,” and in Pennsylvania those 
operating under the Consumer Discount Act must have a 
title ending with the words “consumer discount company.” 

A number of laws have also provisions which restrict the 
functions of industrial banking companies. In Arizona, Colo- 
rado, Florida and Indiana such firms may not act as trustees, 
and in Michigan they may not be affiliated with any cor- 
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poration engaged principally in the issue, flotation and un- 
derwriting of stocks, bonds, debentures and the like. The 
Indiana law has an interesting section to the effect that a 
company shall not engage in any business other than indus- 
trial lending except to act as a broker in writing insurance 
on the life of a borrower as security for a loan. 

Other regulations provide for the charge-off of bad debts 
and the operation of safe deposit departments. The West 
Virginia statute contains a provision prohibiting a company 
from making a payment to an outside firm for the right to 
use any plan of banking. This is an obvious attempt to fore- 
stall membership in a system developed along Morris Plan 
lines. 

Finally, many states have special regulations concerning 
the taxing of industrial banking companies. Four laws, those 
of California, Florida, Oregon and Washington, stipulate 
that such companies must be taxed in the same manner as 
other general corporations. Six other states — Arizona, Con- 
necticut, Indiana, Massachusetts, North Carolina and West 
Virginia — require that these institutions be taxed as banks. 

Within recent years federal legislation has taken special 
account of industrial banking companies. By the Emergency 
Banking Act of March 9, 1933, firms under the supervision 
of state banking departments or the comptroller of the cur- 
rency were given the right to rediscount their receivables 
with the Federal Reserve banks, and the Banking Act of 
1935 made such companies eligible for membership in the 
Federal Reserve System. At the present time 4 companies, 
located in Illinois, Michigan, North Carolina and Ohio, are 
members of the Federal Reserve System. With the exception 
of the bank in North Carolina, these institutions are eligible 
for membership by virtue of their status as state banks. 

Another action of considerable importance to industrial 
banking companies was taken by the Board of Governors of 
the Federal Reserve System on August 31, 1938, when the 
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amended subsection 3 (a) of Regulation L, having to do with 
interlocking bank directorates, was further amended to for- 
bid any director of a member bank to serve as a director of 
a “Morris Plan bank or similar institution” after February 
1, 1939. 14 On November 7, 1938, another amendment to 
Regulation L gave member banks until August 1, 1939, to 
sever such relations, and later the date was still further post- 
poned to June 1, 1940. This revision of Regulation L was 
made in view of the tendency for industrial banking com- 
panies and commercial banks to become increasingly similar 
in their operations. The new requirement may cause a 
change in the personnel of many boards of directors of in- 
dustrial banking companies, since many of these companies 
have had directors who have also held directorships in mem- 
ber banks. The Clayton Act, however, and amendments 
thereto, under which these regulations are issued, excepts 
from its provisions banks not located in, or “contiguous or 
adjacent” to, the same town or city as the member bank. 15 

UNIFORM LEGISLATION 

From the foregoing review of the laws governing the estabr 
lishment and operation of industrial banking companies, it 
is evident that even in states which have enabling legislation 
there are certain legal prohibitions which may be held to 
hamper the development of these firms. Furthermore, there 
are other states in which no special provision has been made 
for the regulation of industrial banking companies. As a re- 
sult, considerable interest has developed in the formulation 
of a uniform industrial banking or industrial lending law. 

14 Federal Reserve System, Twenty-fifth Annual Report of the Board of 
Governors, covering operations for the year 1938, p 74. 

15 "Contiguous” has been interpreted as referring to cities, towns or villages 
whose corporate limits touch at some point, and “adjacent” as referring to 
places between which there is "substantial competitive interest” although 
they are not actually contiguous. See Digest of Rulings of the Board of 
Governors of the Federal Reserve System to October 1, 1937, p. 271. 
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Such a law was proposed in 1936 at the annual convention 
of the American Industrial Bankers Association, and was 
adopted by that group with the proviso that it be adapted 
to meet the special circumstances prevailing in any particular 
state. 

The proposed uniform law defines an industrial loan 
company as follows: ‘‘The term Industrial Loan Company 
as used in this act refers only to such companies as make a 
business of lending money, repayable in weekly, semi- 
monthly or monthly instalments, and which may or may 
not issue to the borrower simultaneously with the loan trans- 
action their own written evidence of debt.” 10 The law as 
drafted provides that a company may not be incorporated 
by fewer than five persons, and that the amount of capital 
stock shall be conditional upon the population of the city 
in which business is to be transacted. Companies in cities 
with less than 50,000 inhabitants are to have not less than 
$25,000 in capital, and those in cities with more than 50,000, 
not less than $50,000. At least 50 percent of the capital must 
be paid in before the company may open for business, the 
remainder to be paid in monthly instalments of at least one- 
tenth until the entire amount has been fully paid. The draft 
provides also that a company shall be managed by a board 
of at least five directors, each of whom must subscribe to at 
least $1000 of capital stock. 

Broad powers would be granted to industrial banking 
companies in the proposed law. In addition to being al- 
lowed the general privileges conferred upon corporations, 
they would be empowered to make loans “secured by real 
or personal property, or by one or more makers or otherwise, 
and to deduct interest therefor in advance at a rate not ex- 
ceeding 8 percent per annum, and to receive weekly, semi- 

16 “Uniform Law is Given Approval” in American Industrial Banker, vol. 2, 
no. 2 (June 1936) pp. 9-10. This definition is obviously much broader than 
that adopted in this volume for an “industrial banking company.” 
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monthly or monthly payments thereon with or without an 
allowance or interest on payments.” 17 Provisions are made 
for investigation and delinquency fees, for the issuance of 
investment certificates, for the establishment of branches 
throughout the state, and for the discounting or purchase of 
notes, bills of exchange, acceptances, stocks and bonds, or 
other choses in action. 

The uniform law would prohibit the carrying of demand 
deposits and the making ol loans to employees, directors or 
officers of a company. It stipulates that no loan may be made 
to anyone in afl amount greater than 10 percent of the com- 
pany’s paid-up capital and surplus. The duration of loans 
would be limited to two years, except when a board of di- 
rectors saw fit to increase the length of a contract. Issues of 
unhypothecated certificates of investment would be restricted 
to five times the total capital account, and a company would 
be required to carry a cash reserve equal to 5 percent of its 
outstanding unhypothecated investment certificates. Finally, 
the law contains provisions concerning reporLs to supervisory 
authorities and payments of dividends. 

17 /bid., p 9. 
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Industrial banking companies, as has been pointed out, are 
most effectively differentiated from other consumer credit 
agencies by reference to the sources of their working funds. 
As between industrial banking companies and commercial 
banks, however, a distinction must rest rather upon a com- 
parison of the uses to which these two types of institutions 
devote their assets. A study of the asset and liability structure 
of industrial banking companies serves to clarify this aspect 
of operation, and also provides the basis for an explanation 
of the profitability record of these companies. 

SOURCES OF FUNDS 

The financial structures of industrial banking companies 
have shown a marked change as these companies have ma- 
tured into established institutions. At the present time, while 
there is scarcely any real uniformity, there is a considerable 
degree of similarity, at least within certain groups of com- 
panies. For all companies the chief sources of funds are equity 
account (capital, surplus and undivided profits), deposit and 
investment certificate accounts, and bank borrowings. These 
vary in relative importance, however, from one firm to 
anoLher. 

For a study of the evolution of the financial structures of 
industrial banking companies the hest available data are 
those compiled by The Morris Plan Corporation of America. 
These data, presented in Table 1, cover the years 1920-37, 
57 
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TABLE 1 

Sources of Funds of Reporting Morris Plan Bank- 
ing Companies, 1920 - 37 , in Percent of Total 
Assets* 


Year 

ft 

Equity 

Account 6 

Source of Fund. 

Deposits 

and 

Certificates 

Borrowings 

Rediscounts 

Total 
Assets ‘ 

1920 

87 

42 7 

31.2 

19.9 

1 31,148 

1921 

85, 

40.2 

38 4 

15 1 

34,837 

1925 

98 

24.2 

62.0 

7.7 

88,408 

1929 

107 

20 7 

63 9 

8.9 

138,273 

1930 

103 

21.2 

66 4 

6.5 

143,043 

1931 

105 

22.7 

66 8 

4.3 

127,616 

1932 

100 

23 5 

68.4 

1.1 

109,288 

1933 

97 

23 7 

68 0 

1.5 

99,120 

1934 

95 

23.6 

67.8 

1.8 

106,536 

1935 

95 

21 4 

69 5 

1.4 

122,903 

1936 

93 

18 7 

71.3 

1 6 

143,716 

1937 

91 

17 3 

72.4 

2 5 

157,365 


•Based on year-end data supplied by The Morris Plan Corporation of 
America. The percentages do not add to 100; the difference represents reserves 
and miscellaneous liabilities. 
b Capital, surplus and undivided profits. 

" In thousands of dollars. 

4 Data for 1922-24 and 1926-28 are not available. 

and although the number of companies represented changes 
from year to year, the coverage of Morris Plan institutions 
is so complete that the principal tendencies revealed by these 
figures may be considered reliable. One of the more signifi- 
cant of these trends is the dwindling relative importance of 
the equity items. In 1920 and 1921 these items accounted 
for somewhat more than two-fifths of total liabilities. Their 
relative weight dropped sharply between 1921 and 1925, and 
by 1929 they contributed little more than one-fifth. In 1937 
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equity funds amounted to only 17.3 percent of the total 
assets of the companies covered. Another trend worth noting 
is the decline in borrowings; in the early 1920’s these repre- 
sented almost one-fifth of total liabilities, whereas in the years 
1932-36 they accounted for less than 2 percent, though they 
rose slightly in 1937. 

While both borrowings and equity funds were declining 
sharply during the years 1920-25, there was a noteworthy 
increase in the relative importance of time and demand 
deposits and investment certificates, which rose from 31 to 
62 percent in this period. Thereafter the gain was slow but 
fairly consistent: in 1937 deposits and certificates amounted 
to almost three-fourths of the total liabilities of the reporting 
Morris Plan institutions. 

Data from other sources cover a shorter period of time, 
but they lend support to the findings presented in Table 1. 
Thus the decline in the relative importance of equity funds 
and borrowings, and the rise in that of time deposits (un- 
hypothecated), are corroborated by figures supplied by the 
Federal Deposit Insurance Corporation, covering all indus- 
trial banking companies insured by that agency m the years 
1934-38. These figures, presented in Table 2, show that the 
equity funds of this group of companies fell from 17 percent 
of total assets in 1934 to 12 percent in 1938. In dollar volume, 
however, the equity items rose from $17,517,000 to $20,- 
562,000, an increase due in part to the fact that in 1938 
there were 7 1 insured industrial banking companies whereas 
in 1934 there were only 60. For this increasing number of 
companies, borrowings, expressed in percent of total assets, 
declined in these years from 1.9 to 0.1 percent. 

It is to be noted that in the FDIC data time deposits are 
classified as either unhypothecated or hypothecated. The 
former, being a clear liability of the company, can properly 
be considered a source of funds; hypothecated deposits can- 
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TABLE 2 

Sources of Funds of Insured Industrial Banking 
Companies, 1934-38, in Percent of Total Assets® 


Source of Funds 

1934 

1935 

1936 

1937 

1938 

Equity account 6 

17.1 

15.1 

13.3 

11 6 

12 1 

Time deposits 
Unhypothecated 
Hypothecated 

56.3 

18.3 

57.7 

17.6 

60.9 

17 2 

60.5 

18.4 

60.0 

18 2 

Demand deposits 

1 8 

2.2 

2 4 

3.6 

4 7 

Borrowings 

1 9 

1.7 

1 0 

.9 

.1 

Number of companies 
Total assets' 

60 

*102,755 

62 

*123,342 

63 

*146,129 

69 

*175,263 

71 

*169,492 


* Based on year-end data supplied by the Federal Deposit Insurance Corpora- 
tion. The percentages do not add to 100; the difference represents reserves and 
miscellaneous liabilities. 


6 Capital, surplus and undivided profits. 

0 In thousands o£ dollars. 

not be so regarded, however, since they represent loan repay- 
ments which have not yet been directly applied to the loans 
themselves. In these data there is, of course, no mention of 
investment certificates, for all the insured industrial bank- 
ing companies enjoy the deposit-taking privilege and there- 
fore do not need to sell certificates. From Table 2 it appears 
that unhypothecated time deposits have been the most im- 
portant source of funds for these insured institutions; in re- 
lation to total assets they amounted to 56 percent in 1984 
and rose to 60 percent by 1938. Demand deposits, although 
they have increased in relative importance, have not been 
very significant, probably because many states have legal 
prohibitions against industrial banking companies assuming 
liabilities of this sort. Supplementary figures on this group 
of insured companies indicate that the sources of funds were 
substantially the same, over the period 1934-38, for the larger 
as for the smaller companies. 
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Additional data on 64 Morris Plan institutions 1 reveal 
a current situation similar to that shown in Table 2. They 
also serve to supplement the data presented in that table, 
since only 38 of tire 71 industrial banking companies ad- 
mitted to insurance by the FDIG by April 1939 were con- 
nected with the Morris Plan. As of December 31, 1938, the 
equity items of these 64 Morris Plan banks and companies, 
though comparatively unimportant, were nevertheless far 
more significant than the borrowings — 13.2 percent of total 
assets as compared with 0.2 percent. In the deposit data on 
this group of companies drere is unfortunately no separation 
of hypothecated and unhypothecated deposits, demand de- 
posits and investment certificates outstanding. The figure 
for all these items amounts to 71.8 percent of the total assets 
— more than five times the figure for equity funds and bor- 
rowings combined. 

Some state reports provide information concerning indus- 
trial banking companies, and data from this source are pre- 
sented in Table 3, for 1938. They tell much the same story 
as the figures already cited. In almost all the states repre- 
sented either investment certificates or time and demand de- 
posits are the most important sources of working funds; 
borrowings, where reported separately, are relatively slight. 
Five of these states 2 give data also for 1930 and 1933, again 
corroborating, for the period 1930-38, the finding that de- 
posits and certificates have tended to rise and borrowings to 
decline in relative significance as a source of funds for indus- 
trial banking companies. 

It will be remembered that there are a good many com- 
panies which, though they are members of the American 

1 Data obtained from Polk’s Banker’ Encyclopedia (March 1939 edition) 
Balance sheets were not available £01 Morris Plan companies in Iowa, Massa- 
chusetts or Minnesota, or for those in the following cities: Kansas City, Los 
Angeles, Nashville, Tampa, York. 

2 Connecticut, New Hampshiie, Noith Carolina, Rhode Island and West 
Virginia. 
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TABLE 3 


Sources of Funds of Industrial Banking Companies 
in 15 States, 1938, in Percent of Total Assets” 


Stall 

Number 
of Com- 

Equity 

Ac- 

Source of Funds 

Time Invest- 

Demand Certifi- 
Deposits 6 cates 

Borrow- 

ings 

Total 

Connecticut 11 

12 

55.1 

.0 

33 8 

3.2 

It 5,549 

Florida* 

r 6 

28.6 

65.5 

.0 

.2 

2,543 

Indiana/ 

8 

18.5 

.0 

69.8 

5.1 

5,033 

Maine 

1 

33 2 

.0 

62.3 

0 

491 

Maryland 

1 

15.8 

74.1 

3 5 

.0 

‘ 2,344 

Nebraska" 

5 

21.2 

.0 

71.6 

1 1 

1,343 

New Hampshire* 

1 

5.1 

92.0 

0 

.0 

1,248 

New York 

15 

14.2 

78 8 

.0 

.3 

57,726 

Michigan 

7 

11.5 

82.0 

.0 

.0 

23,550 

North Carolina 

33 

31.1 

.0 

60.0 

2 4 

13,408 

Ohio* 

8 

15 9‘ 

66 4 

.0 

.0 

20,512 

Rhode Island 

5 

27.0 

2 

63.3 

.1 

6,077 

Utah* 

4 

54.4 

28 0 

0 

11.0 

599 

Virginia/ 

19 

49.4 

1.8 

37.4 

6 3 

4,682 

West Virginia* 

17 

53.2 

.0 

33.2 

6.0 

5,641 


•Based on reports of state banking departments. Unless otherwise noted, 
data are for December 31, 1938 The percentages do not add to 100, the 
difference represents reserves and miscellaneous liabilities. 

6 Exclusive of hypothecated deposits. 

0 In thousands of dollars. 
a As of August 30, 1938. 

• As of June 30, 1938. 

1 As of December 31, 1937. 

' As of June 30, 1937. 

h Includes reserves. 

Industrial Bankers Association, do not accept deposits or sell 
investment certificates, and therefore do not conform with 
the definition of an industrial banking company, as estab- 
lished in this study. The data presented in Table 4 would 
seem to lend support to the classification used here, for they 
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TABLE 4 

Sources of Funds of Investment and Non-Invest- 
ment Types of Industrial Banking Companies, 1936, 
in Percent of Total Assets 0 


Source of Funds 

Investment 

Companies 

Non-Investment 

Companies 

Equity account 

30.4 

70.1 

Common stock 

16 9 

46.6 

Preferred stock 

4.8 

13.2 

Surplus and undivided profits 

8.7 

10.3 

Borrowings 

9 4 

20 7 

Long-term debt 

0 

4 1 

Short-term debt 6 

9 4 

16.0 

Time and demand deposits and investment cei 
tificates 

48.7 

.0 

Number of companies 

25 

21 

Total assets” 

810,456 

83,708 


•Based on year-end data supplied by the American Industrial Bankers As- 
sociation. The percentages do not add to 100; the difference represents cor- 
porate reserves and miscellaneous liabilities. 

“Includes an unknown amount for accounts payable; this amount, how- 
ever, is presumably insignificant and approximately the same for both types 
of companies. 
c In thousands of dollars. 

show quite clearly how the financial structures of companies 
which derive funds from" these sources differ from the struc- 
tures of non-investment firms. The latter, instead of depend- 
ing primarily on deposits and investment certificates, draw 
their funds mainly from equity account and borrowings. 

But even though the institutions here defined as indus- 
trial banking companies do not, in general, rely on borrow- 
ings to any important extent, there are some firms in this 
category that do make use of bank loans as a source of funds. 
A number of these firms offer Christmas Club savings plans 
to their borrowers, and it is not unusual for them to meet 
seasonal withdrawals of such deposits by borrowing from 
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banks. Data on the cost o£ borrowing funds from commercial 
banks are limited in coverage and refer mainly to relatively 
small companies. These data indicate, however, that the 
smaller industrial banking companies borrow from banks at 
rates varying from 4 to 6 percent; larger companies borrow 
currently at rates as low as 2 Vz percent. 

A few industrial banking companies are financed in part 
by the sale of collateral trust receipts. One group of firms 
operating in the southern states has worked out an arrange- 
ment whereby their notes can be pledged, through a redis- 
count corporation, as security against collateral trust receipts 
sold by that corporation. The arrangement requires that any 
pledged note which becomes delinquent shall be withdrawn 
and replaced by a non-delinquent note. The corporation 
borrows up to 80 percent of the face value of the collateral 
and lends to the individual companies. By this financing 
arrangement it is possible for companies to obtain work- 
ing funds more economically than they could if they were 
either to borrow directly from banks or to sell investment 
certificates. 

The rates paid by industrial banking companies as return 
for investment certificates and deposits have tended to de- 
cline in recent years, and are now between 2 and 4 percent. 
On investment certificates some institutions offer graduated 
rates, whereby the notes running for the longest period bear 
the highest rate of return. Companies whose deposits are 
insured by the FDIC and those that are members of the 
Federal Reserve System are, of course, governed by the regu- 
lations of these agencies as to the maximum return payable 
on deposits. 

The trend of the average rate of interest paid by the larger 
industrial banking companies on time and savings deposits 
is roughly indicated in data provided by the FDIC. On total 
time and savings deposits the average rate of payment fell 
from $1.95 per $100 in 1935 to $1.50 in 1938. Total deposits, 
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however, include some that are hypothecated against bor- 
rowers’ loans, and on these the practice of banks in regard 
to the payment of interest is not known. If interest rates are 
computed on total time and savings deposits minus hypothe- 
cated accounts, the average rate of payment is found to have 
fallen from $2.56 per $100 in 1935 to $1 95 in 1938. Since 
some of the reporting banks do pay interest on hypothecated 
deposit accounts it may be concluded that in these years the 
actual average rate on total deposits was between the two 
pairs stated. This downward trend is corroborated by data 
on insured commercial banks that are not members of the 
Federal Reserve System. The average rate of interest paid 
on time and savings deposits by this group of banks fell from 
$2.28 per $100 of total time and savings deposits in 1935 
to $1.82 in 1938.® 

On time deposits some companies offer an interest sched- 
ule graduated according to the amount held. The Morris 
Plan Bank of Virginia, for example, put into effect on De- 
cember 1, 1939, a plan whereby 2l4 percent is paid on 
amounts from $10 to $2500, 1 y$ percent on amounts from 
$2501 to $5000, and 1 percent on amounts from $5001 to 
$7500; no interest is paid on that amount of a time deposit 
that is in excess of $7500, and no interest is paid on deposits 
of any bank, firm or corporation operated for profit. 4 The 
rate of 2]/z percent had previously been paid on amounts 
between $10 and $5000, and the bank states that 94.1 per- 
cent of its regular savings customers were not affected by 
the change. 5 The inference that this statement carries con- 
cerning the average size of savings deposits is supported by 
year-end data, for the period 1934-38, on industrial banking 

3 Federal Deposit Insurance Corporation, Annual Report, for the year ended 
December 31, 1938, p. 57. 

4 Morris Plan Bank of Virginia, Annual Report to 
year 1939, p. 6. 

6 Ibid., pp, 6-7. 


the Stockholders, for the 
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companies insured by the FDIC. 6 In these companies sav- 
ings accounts averaged $189 in 1934, $233 in 1935, $275 in 
1936, $323 in 1937 and $357 in 1938. The average savings 
account in the Morris Plan Bank of Virginia amounted to 
$511 at the end of 1939. 

USES OF FUNDS 

Industrial banking companies, like personal finance and sales 
finance companies, keep the greatest part of their assets in 
loans and discounts, that is, in the outstanding consumer 
receivables which arise from their lending operations. For 
insured industrial banking firms, as can be seen from 
Table 5, loans and discounts account for roughly two-thirds to 
three-fourths or more of total assets, regardless of the com- 
pany’s size. Securities and cash balances account for most 
of the remainder, in proportions that vary somewhat, though 
apparently without consistency, as between companies of dif- 
ferent sizes. At the end of 1934 insured industrial banking 
companies held, on the average, a relatively high proportion 
of their total assets in securities, the average having been 
raised mainly by the large security holdings — over 30 per- 
cent of assets — of the 3 companies in the largest size class. 
In 1935, however, the proportion of assets held in securities 
dropped precipitately for these largest companies, possibly 
because a fourth company was added to the group, possibly 
because of the rapid increase in consumer lending in 1935, 
ending the decline that had begun in 1930. 7 The latter pos- 
sibility is given weight by the fact that the smaller companies 
too, though less notably, held lower proportions of their as- 

6 Both sets of data exdude Christmas savings and, other similar accounts. The 
number of companies represented in the FDIC data varied from 60 in 1934 
to 71 in 1938; for particulars see Table fi, p. 67. 

7 See National Bureau of Economic Research (Financial Research Program), 
The Volume of Consumer Instalment Credit, 1929-38, by Duncan McC, 
Holthausen, in collaboration with Malcolm L. Merriam and Rolf Nugent 
(1940) pp, 29-32 
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TABLE 5 

Percentage Distribution of Total Assets of In- 
sured Industrial Banking Companies, 1934-38, by 
Size of Company and Type of Asset* 


Size of ber of Loans 

Company b Com - and 

pomes Dis- 


1934 Under $100 18 

100- 200 22 

200- 300 8 

300- 500 5 

500- 1000 4 

1000 & over 3 

1935 Under f 100 18 

100- 200 22 

200- 300 10 

300- 500 5 

500- 1000 3 

1000 & over 4 

1936 Under S100 17 

100- 200 20 

200- 300 13 

300- 500 5 

500- 1000 4 

1000 St over 4 

1937 Under $100 20 

100- 200 20 

200- 300 16 

300- 500 5 

500- 1000 3 

1000 Stover 5 

1938 Under $100 21 

100- 200 19 

200- 300 17 

300- 500 7 

500- 1000 2 

1000 St over 5 


70.4 13.9 11.3 

69.1 17.9 9.5 

75.7 7.8 6.0 

81.9 4 9 8.8 

78.7 8.1 9.8 

58.1 30.4 8 0 

68 8 11.6 16 3 

71.0 16 4 9.4 

77.3 8.4 7 9 

83 8 3.7 8.4 

85.8 7.2 5.1 

75 7 14.2 7.1 

72.8 8 3 12 7 

73 5 15 0 86 

73.6 11.9 10.1 

84 4 2.9 9.3 

82 8 5.8 9 8 

75 6 13 9 6.9 

77.4 6 9 11 3 

73 7 11.9 11.9 

73 3 12.1 11.2 

82 3 32 11.3 

80.7 8 0 8 3 

75.1 11 4 11.1 

74.0 7.7 13 9 

69.4 12.1 16 2 

73.9 6 3 16 8 

66.7 16 0 14.4 

86 8 2.4 7.0 

73.4 11.7 12.7 


4 4 100.0% $ 5,490 

3 5, 100.0 14,304 

10.5 100.0 6,121 

4.4 100 0 7,497 

3.4 100.0 16,245 

3.5 100.0 53,098 

3.3 100,0 6,227 

3.2 100.0 19,265 

6.4 100.0 8,200 

41 100 0 8,667 

1.9 100 0 16,473 

3.0 100 0 64,510 

6.2 100 0 5,741 

2.9 100.0 17,783 

4 4 100.0 15,333 

3 4 100.0 9,407 

1 6 100.0 22,831 

3.6 100.0 75,034 

4.4 100.0 6,985 

2.5 100.0 19,764 

3.4 100 0 23,383 

32 100 0 10,600 

30 100 0 14,233 

2 4 100.0 100,298 

4.4 100.0 7,685 

2.3 100.0 19,233 

3.0 100.0 25,141 

2.9 100.0 14,197 

3 8 100.0 5,174 

2.2 100 0 98,062 


“Based on year-end data supplied by the Federal Deposit Insurance Cor- 
poration. 

“ As measured by total equity account (capital, suiplus and undivided profits), 
in thousands of dollars. Each level is inclusive of the lower figure and ex- 
clusive of the higher. 

‘Dollar figures m thousands. 
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sets in securities in 1935. In the subsequent years security 
holdings, on the whole, continued to decline m relative im- 
portance, and cash balances tended to increase. Table 7 shows 
that the latter represented, for all insured industrial banking 
companies, a higher proportion than the former in 1938 — 
13.7 as compared with 10.9 percent of total assets. 

That this allocation of funds is fairly characteristic of in- 
dustrial banking companies in general is suggested by frag- 
mentary supplementary data. Thus balance-sheet figures on 
1937 or 1938, available from 15 state banking department 
reports, 8 show no state in which loans and discounts fall 
below 60 percent of total assets, and one state in which they 
amount to as much as 94.7 percent; in most of the reporting 
states they fall between 70 and 80 percent. As for the Morris 
Plan companies, it may be estimated 8 that at the end of 1938 
loans and discounts accounted for 78.2 percent of their total 
assets, and securities for 8.3 percent. Two years earlier, at 
the end of 1936, the proportion of total assets outstanding 
in loans and discounts was somewhat higher — around 90 per- 
cent — for companies affiliated with the American Industrial 
Bankers Association, as is evident from Table 6. It will be 
noted that non-investment members of the association — 
those companies that do not obtain funds through deposits 
or the sale of certificates — allocate their funds to the various 
indicated uses in almost exactly the same proportion as do 
firms that conform with the definition of industrial banking 
company which is used in this study. 

In their characteristic distribution of total assets industrial 
banking companies are notably different from commercial 
banks. This fact is of primary importance in explaining the 
divergences in the profitability records of these two types 
8 The states covered are Connecticut, Florida, Indiana, Maine, Maryland, 
Michigan, Nebraska, New Hampshire, New York, North Carolina, Ohio, 
Rhode Island, Utah, Virginia and West Virginia. 
s From data in Polk’s Bankers’ Encyclopedia. 
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TABLE 6 

Percentage Distribution of Total Assets of Re- 
porting Members of American Industrial Bankers 
Association, 1936, by Type of Company 8 







Type of Asset 


Type of 
Company 6 

her of 
Com- 

Dis- 

Cash 

Se- 

ries' 

Real 

Es- 

Other 

Assets 

Total' 

Investment 

25 

90 2 

5.5 

1.6 

.4 

2 3 

100 0% $10,456 

Non-invest- 

ment 

21 

88 0 

3.4 

3 6 

1.1 

3.9 

100 0 3,708 


“Based on year-end data supplied by the American Industrial Bankers 
Association. 

” Investment companies are those companies that accept deposits or sell 
certificates. 

0 Including bonds of the federal government. 

A Other than bank building and furniture. 

'Dollar figures in thousands. 

of financial institutions. Data are presented in Table 7 on the 
asset structure of all industrial banking companies and com- 
mercial banks whose deposits are insured by the FDIC, the 
industrial banking companies that are represented being the 
same as those that were classified according to size in Table 
5. The data cover about one-half the estimated total assets 
of all industrial banking companies, and nearly all of the 
assets of commercial banks. 

It is clear that the outstanding asset difference between 
the two types of institutions lies in the relative importance 
of loans and discounts. While for insured industrial bank- 
ing companies this item fluctuated, in the period 1934-38, 
between two-thirds and three-fourths of total assets, for com- 
mercial banks it varied narrowly from more than one-quarter 
to less than one-third. The relative importance of securities 
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also differs considerably as between the two types of agencies. 
For industrial banking companies this item amounted to 
slightly more than one-tenth of total assets for all years ex- 
cept 1934, when it was over two-tenths, but for commercial 
banks it was practically four-tenths, throughout the period. 

While both types of institutions evinced a tendency to 
maintain an increasing part of their assets in cash over this 
period, the proportion of industrial banking company assets 
held in idle cash balances was, in 1937 and 1938, less than 
one-half the proportion of commercial bank assets kept in 
this form, and in the earlier years it was one-third or less. 
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Services and Charges 


As industrial banking companies have grown in number, 
size and resources, they have steadily diversified their activi- 
ties. They now offer a variety of services which they seek 
to make as flexible as possible, for it is their stated aim to 
adapt themselves to the “needs of the individual.” Since one 
of their basic functions is to lend money to consumers, they 
have sought to adjust their lending terms — especially those 
relating to payments, security and maturity — to the capacity 
and inclination of the borrower, and to avoid stereotyped 
forms and procedures. 

LENDING SERVICES 

It is principally by offering to the public a wider assortment 
of loans that industrial banking companies have accom- 
plished their purpose of meeting the needs of a great variety 
of borrowers. It may be observed, however, that in increas- 
ing the types of their lending services they have been moti- 
vated as much by the twin necessities of meeting competition 
from other consumer lending agencies and of augmenting 
their volume of business as they have by a desire to simplify 
the problem of the man or woman who needs to borrow 
money. 

Types of Loans 

It was through its comaker loan that the industrial banking 
company first established itself as a consumer credit agency, 
and though in recent years many firms have emphasized 
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other types of lending services, the comaker loan is still 
widely regarded as the mainstay of the business. The risk 
involved in the extension of a loan of this type is dependent 
on the character and earning power not only of the maker 
but also of the one or more others — usually friends or rela- 
tives — who sign the note. Originally industrial banking firms 
intended to diversify the risk by stipulating that a comaker 
be employed in a different industry from that in which the 
maker was engaged, but there has never been any rigid re- 
quirement to this effect. Invariably, however, the credit status 
of the comakers as well as of the maker is investigated thor- 
oughly; and the standing of the former is studied with par- 
ticular care when the maker’s credit is not altogether satis- 
factory. These loans are commonly signed by two comakers, 
and generally run for 12 months. They are paid off, for the 
most part, in monthly instalments, but for loans of relatively 
small size and short maturity semi-monthly or weekly pay- 
ments are sometimes arranged. 

Although comaker loans still account for an important 
part of the volume of industrial banking business, they have 
tended to decline in relative importance in recent years. 
Many reasons have been advanced for this change in lending 
practice. One important cause is the fact that many would-be 
borrowers find it difficult to find qualified and willing co- 
makers, or are reluctant to seek signers because they prefer 
not to disclose their need of a loan to friends or relatives. 
Persons who have previously resorted to comaker loans will 
often hesitate to call upon the same individuals for addi- 
tional favors, or fear that by requesting such signatures they 
have incurred an obligation to sign notes in return. More 
general reasons are to be found in the force of competitive 
conditions affecting the companies themselves, and in the 
constant quest for additional volume which has impelled 
them to expand into new fields. 

Of comparatively recent origin is the single-name loan. 
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Granted solely on the basis of the maker’s income and ability 
to pay, it requires no other signature than that of the bor- 
rower, though it is sometimes signed also by the borrower’s 
wife. Single-name loans are extended to such relatively su- 
perior risks as well-known customers of the lending institu- 
tion, executives with an established and assured income, 
schoolteachers and other professional persons, and individ- 
uals in equally responsible positions. In the granting of such 
loans group life insurance protection, for the amount of the 
unpaid balance, is always required. 

The requirement of collateral security for the maker’s 
note is another procedure employed by industrial banking 
companies to minimize risk and at the same time obviate 
the need for comakers. Such collateral may consist of stocks, 
bonds, insurance policies, fully paid investment certificates, 
savings passbooks or household furniture. The desirability 
of making furniture loans is still the subject of vigorous 
debate among industrial bankers . 1 Some contend that the 
collateral does not afford as sound security as does a co- 
maker’s signature; others, however, point to the obvious 
advantage of this type of loan — that it relieves the customer 
of the embarrassment involved in acquiring a comaker. 

Aside from introducing these new types of loans, industrial 
banking companies have branched out in other directions in 
order to increase their volume of business. For example, they 
have entered into agreements with retail establishments, 
usually department stores, for the financing of time sales. 
Under an arrangement of this sort the company passes the 
credits and advances the cash directly to the store; thereafter 
it makes all collections on the contract. One large Morris 
Plan company has made such arrangements with a number 
of stores. On a similar basis some companies advance funds 

1 See Clifton Bourdelais, “Co-maker Loans vs Furniture Loans" in American 
Industrial Banker, vol. 3, no. 4 (October 1937) p. 9. 
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to persons desning to pay over a period o£ time for travel 
expenditures. 

Another scheme which has gained considerable favor is 
the “creditor plan,” whereby an industrial banking company 
extends a loan to consolidate all the obligations of the maker. 
Each of the borrower’s creditors signs the note and is liable 
as comaker for an amount or proportion of the unpaid bal- 
ance equal to the borrower’s debt to him. Then, too, there 
are special terms for certain classes of customers. Thus in- 
dustrial banking companies, like some personal finance com- 
panies, may offer to schoolteachers loans which r!o not require 
payments during summer months. One large institution has 
featured loans that call for much smaller payments during 
the first six months than during the last six months. Indus- 
trial banking companies, especially the larger ones, some- 
times make loans on real estate, and also some commercial 
loans. 

In recent years industrial banking companies have tended 
to do an increasing amount of business in the financing of 
instalment purchases, particularly of automobiles. There are 
several ways in which this financing may be arranged. An 
individual may apply to a lending company for a cash loan 
and use the proceeds for the purchase of the car, in which 
case the loan is the same as an ordinary comaker or single- 
name transaction. Or he may take advantage of the special 
automobile loan, which requires no signers or guarantors, 
since the car itself serves as security. The borrower simply 
makes a down payment and repays the loan within 12 to 24 
months. The proportion of die purchase price financed in 
this way varies among firms and differs also for new and 
used cars, although in general it represents a conservative 
portion of the value of the automobile. This type of financ- 
ing also requires that insurance be purchased on the car, at 
least against fire and theft. A third method of financing auto- 
mobile purchases closely resembles the procedure followed 
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by sales finance companies: a company advances funds to 
the dealer to enable him to carry wholesale stocks of cars, and 
the dealer’s retail instalment paper is then discounted on 
some sort of recourse or repurchase basis. 

Sales financing by industrial banking companies extends 
into a very broad range of commodities, including electric 
equipment for home and farm, agricultural machinery, trail- 
ers, heating units and equipment for restaurants, beauty 
parlors and barber shops. It has been stimulated to a con- 
siderable extent by the insurance on real estate moderniza- 
tion loans granted to approved lending institutions under 
Title I of the National Housing Act. In the years 1934-37 
industrial banking companies were responsible for 5.7 per- 
cent of the approximately $560,000,000 total of insured loans 
extended to homeowners for alterations, improvements and 
repairs. Each of 77 industrial banking companies, represent- 
ing 1.2 percent of the total number of participating institu- 
tions, had an average volume of about $422,000 in insured 
loans during the four-year period. 2 

Table 8 indicates the comparative importance, as a source 
of business for insured industrial banking companies and 
for insured commercial banks, of paper arising out of retail 
instalment sales. At the end of 1939 only about $29,000,000 
of the $541,000,000 of retail instalment paper held by these 
two types of institutions was held by the insured industrial 
banking companies. In relation to total customer loans, how- 
ever, the paper held by the industrial banking companies 
represented a much greater proportion than did the larger 
volume held by commercial banks — nearly 23 as compared 
with only 7 percent for non-member commercial banks and 
4 percent for member banks. It is significant to note, too, 
that for each of these types of institutions by far the greatest 

2 See National Bureau of Economic Research (Financial Research Program), 
Government Agencies of Consumer Instalment Credit, by Joseph D. Coppock 
(1940) Chapter 2, Table 3- 
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pai't o£ the retail instalment paper arose from the sale ot 
automobiles. 

Some indication of the diversity of industrial banking com- 
panies’ lending activities is to be found in Table 9, which 

TABLE 9 

Percentage Distribution of Outstanding Loans 
and Discounts of Insured Industrial Banking Com- 
panies, 1934-38, by Type of Loan * 1 


Type of Loan 1 ’ 

1934 

1935 

1936 

1937 

1938 

Commercial and indus- 

trial loans 



7 0 

6.7 

11 7 

Real estate loans 

6.5 

4 7 

4.2 

4 7 

5 6 

Commercial paper 

bought m open market 

2 

.2 

2 

.4 

6 

Loans to banks 

4 

.1 

d 

d 

1 

Ail other loans 

92 9 

95.0 

88.6 

88 2 

82 1 

Total 8 

100 0 
$55,898 

100 0 
$78,122 

100 0 
$92,989 

100 0 
$108,247 

100 0 
$101,015 

Number of companies 

60 

62 

63 

69 

71 


“Based on year-end data supplied by the Federal Deposit Insutante Cor- 
poration Figures are net ot lepaymeuts on instalment loans 
11 The loan classification is that used m Schedule A, Form 64, of the Federal 
Deposit Insurance Corpoiation call lepoit, commeicial and mdustiial loans 
include “all business loans to individuals, partnciships, and coiporations . ” 
and specifically exclude “personal oi instalment loans to individuals othei 
than for business puiposes . ( [Instructions for the Preparation of Reports 

of Condition on Form 64 By Insured State Banks Not Members of The Federal 
Reserve System , FDIC, Washington, December 1939, p. 10). 

“ Not reported sepaiaLely. 

,l Less than 0 1 percent 
“Dollar figures in thousands. 

is based on call reports made to the Federal Deposit Insur- 
ance Corporation by the insured companies, these firms ac- 
counting lor about half the total assets of all industrial bank- 
ing companies. In spite of the fact that a large proportion 
of the paper has to be aggregated under the heading “all 
other loans” — a classification necessitated by the form of the 
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call report — the table shows interesting relationships between 
broad types of loans. The lack of data on commercial and 
industrial loans in the years 1934 and 1935 is undoubtedly 
due to the practice of the reporting companies in classifying 
loans, rather than to an absence ol loans of this type in their 
portfolios. 

Several other sets of data provide a more adequate statis- 
tical description of the directions m which industrial lend- 
ing has branched out. Table 10, based on information sup- 
plied by the Morris Plan Bankers Association, shows that 

TABLE 10 

Percentage Distribution of Outstanding Loan 
Balances of Reporting Members of the Morris 
Plan Bankers Association, 193G and 1938, by Type 
of Loan 8, 


Type of Loan 

1936 

1938 

Comaker and single-name 

49 60 

50 27 

Collateral 

8 46 

7 46 

Sales finance 

21 49 

22.52 

Automobile 

15 39 

15.92 

Non-automobile 

6 10 

6.60 

Real estate 

1 75 

1 50 

FHA Title I 

12 74 

9 06 

Other 

5.97 

9 19 

Total 

100 00 

100.00 


“ Based on data supplied by the Moms Plan Bankets Association. Data for 
1936 are as of June 30, number of companies tepiesented is not repotted 
Data fot 1938 aie as of December 31, coveting 80 companies. Total dollar 
volume not tcported for either year 

m both 1936 and 1938 the total of comaker and single-name 
loans advanced by member companies accounted for only 
half of outstanding loan balances, and that sales financing 
accounted for more than a fifth. A distribution of loans 
substantially similar to that shown in Table 10 is to be noted 
in Table 11, which has been prepared from data for the year 
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TABLE 11 

Percentage Distribution of Volume of Loans 
Made by 3 Large Industrial Banking Companies, 
1937, by Type of Loan* 


Type of Loan 

Company A 

Company B 

Company C 

Comaker 

Smgle-name 

23 3 

17 7 

64 2 

0 

| 53 2 

Collateral 

17. l b 

9.4 

7 3 

Sales finance 

29.7“ 

19.7 

18.5 

Real estate 

0 

0 

2 0 

FHA Title I 

.9 

2.2 

11.5 

FHA Title II 

9 9 

2 0 

7 5 

Automobile wholesale 

0 

2 5 

.0 

Other 

1.4 

.0 

.0 

Total 

100.0 

100 0 

100.0 


“Based on data supplied by the companies. Data on Company B cover a 
volume of $12,282,000; for other companies volume figures are not reported 
Data on Company A cover a sample of 2,352 loans, in amounts up to $1000, 
made during 1937 and 1938; for other companies figures on number of loans 
aie not reported. 

* Including 142 percent of automobile collateral loans. 

0 Including 25 3 percent of automobile finance paper. 

1937, supplied by three large industrial banking companies, 
one in the Middle West and two in eastern states. For Com- 
pany A additional data not included in this table, covering 
the years 1936 and 1938, show that over the three-year period 
1936-38 there was an increase in both the number and the 
volume o£ comaker and single-name loans. The same company 
reports a rise in automobile and other sales financing from 
14.6 percent in 1936 to 18.0 percent in 1938. 

Slightly more detailed information is provided by Table 
12, which is based on reports for 1936, 1937 and 1938 made 
by 8 Indiana companies permitted to sell investment certifi- 
cates. Of especial interest are the data on loans secured by 
household goods, a classification which comprised 1 1 percent 
of all loans made by these companies in 1938. 
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TABLE 12 


Percentage Distribution of Number and Volume 
of Loans Made by 8 Indiana Industrial Banking 
Companies, 1936 - 38 , by Type of Loan® 


Type of Loan 

1936 

1937 

1938 

Number 

Volume 

Number 

Volume 

Number 

Volume 

Comaker and j 
endorsed 1 
Unsecured (sin- 1 

49 5 

40.5 

f 40.6 

3 3 

32 0 

3 8 

40 8 

8.3 

34 6 

9 4 

gle-name) J 
Collateral” 

6 3 

11.2 


* 



Chattel mortgage 
Household 

goods 8 6 

7 6 

10.2 

8 2 

11 2 

9 5 

Automobiles 

15.0 

20 5 

17.4 

23 2 

18.7 

23,0 

Other 

.4 

9 

2 3 

4 8 

2 8 

3.9 

Retail instalment 
sales contract 16 0 

10.6 

19 2 

11.9 

13 1 

7 6 

Real estate 
mortgage* 1 

1.5 

4 1 

.8 

5 8 

.6 

4.1 

Other 

2 7 

4 6 

6 2 

10 3 

4.5 

7.9 

Total” 

100.0% 

100 0% 

100 0% 

100 0% 

100.0% 

100 0% 


28,891 

$5,995 

34,248 

$7,488 

34,977 

$6,964 


“Based on Annual Report of the Department of Financial Institutions of 
the State of Indiana, for the years ended June SO, 1937 (p. 9), June SO, 1938 
(p. 91) and June 80, 1939 (p 69); data are for the calendar years indicated. 
b Excluding "husband and wife” loans. 

“Marketable securities, etc. This classification was not used in the reports 
for 1937 and 1938. 

a Excluding mortgages taken as additional security. 

• Dollar figures m thousands. 

Data supplied by a large Morris Plan company, presented 
in Table 13, indicate the comparative importance of the 
various types of loans extended by this company during the 
fifteen-year period 1925-39. Comparable data are not availa- 
ble for other companies, but the figures on this one institu- 
tion, while they are not to be taken as entirely representative, 
do illustrate a trend in lending activities which is probably 
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TABLE 13 


Percentage Distribution of Volume of Loans 
Made by a Large Morris Plan Banking Company, 
1925-39, by Type of Loan 11 


Tear 

Co- 

Single- 

Col- 

mobile “ 

Other* 

Total 0 

1925' 

89 0 

0 

8 0 

.2 

2 8 

100.0% $ 815 

1926 

85 8 

.0 

10.4 

4 

3.4 

100.0 

1,673 

1927 

82 5 

0 

13.1 

1 8 

2 6 

100 0 

2,120 

1928 

77.9 

.0 

11 9 

7 1 

3 1 

100 0 

2,437 

1929 

89 2 

* .0 

8 5 

2 3 

0 

100 0 

2,355 

1930 

94 9 

0 

5.1 

0 

0 

100 0 

2,394 

1931 

96 6 

0 

3 4 

.0 

0 

100.0 

2,362 

1932 

97 2 

.0 

2.6 

0 

.2 

100 0 

2,419 

1933 

96 8 

0 

3 2 

0 

0 

100,0 

2,030 

1934 

96 8 

.0 

3 2 

0 

0 

100 0 

1,841 

1935 

94.5 

.0 

2 8 

0 

2 7 

100 0 

2,042 

1936 

76 0 

9 1 

2 6 

9 3 

3 0 

100 0 

2,861 

1937 

60.3 

29.1 

2 3 

7 5 

.8 

100 0 

3,279 

1938 

58.6 

30 3 

2 4 

7.5 

1 2 

100.0 

3,769 

19398 

56 7 

30.6 

2 3 

9 3 

1 1 

100 0 

2,899 


“ Based on data supplied by the company. 
h Including “husband and wife” loans. 

• Including cash loans made on automobile collateral as well as loans made 
to finance automobile puichases 

a Including equipment, FHA Title I and Title II loans, and trade acceptances 
other than automobile 
0 Dollar figtues in thousands. 

* April 1 to December 31 
8 Januaiy 1 to August 31 

characteristic of many of the larger firms. Of particular in- 
terest is the indication that this company did not markedly 
diversify its services until 1936. Up to that year (except for 
1927 and 1928) more than 85 percent of its loans, as meas- 
ured by volume, were of the comaker type, and except in the 
first five years of the period the percentage of such loans 
was 95 or higher. In most of the years before 1936 the only 
other significant type of lending carried on by this company 
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was the extension of collateral loans, though after 1927 
these showed an almost uninterrupted decline in relative 
importance. In 1936 a change in management occurred and 
there began a rapid expansion of new types of lending. 
Comaker loans declined conspicuously in relative importance, 
accounting for less than 57 percent of the company’s total 
loan volume during the first eight months of 1939. Single- 
name loans, which were not granted at all before 1936, repre- 
sented nearly 31 percent of the total loan volume at the 
end of this period, and loans made on automobile collateral, 
or for the financing of automobile purchases, amounted to 
nearly 10 percent. 

The data that have been presented indicate a general 
decline in the relative importance of comaker loans ex- 
tended by industrial banking companies. They also give 
evidence of a relative increase in the volume of single-name 
loans, and of automobile and other sales financing trans- 
actions. 

Duration and Size of Loans 

No detailed data are available on the maturity of loans made 
by industrial banking companies. It is known, however, that 
cash loans extended by these firms generally have a 12-month 
duration unless they are granted for very small amounts, 
m which case the note may be for only 3 to 6 months. 
Industrial banking companies which finance automobile and 
other purchases usually prescribe contract lengths similar to 
those favored by other consumer financing institutions. Thus 
automobile loans generally run from 18 to 24 months, 3 but 
a shorter or a longer contract may be offered if the type 
of car being financed and the practice of competing agencies 
make a modification in terms desirable. The financing of 
purchases of less expensive items generally involves shorter 

3 Myion R Bone, “Current Trends Aie Revealed by Suivey” m Amencan 
Industrial Banker, vol 4, no. 5 (October 1938) p. 5. 
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contracts. Real estate and modernization loans, on the other 
hand, may run for two years ox more. 

On the size of loans somewhat more detailed information 
is available, drought it is not altogether satisfactory either 
in form or in coverage. A recent survey of the lending prac- 
tices of members of the American Industrial Bankers Asso- 
ciation indicates that these companies make loans ranging 
in size from $10 to $10,000, and that on rare occasions they 
extend even larger sums. It is not likely that loans made 
in sizes near die upper limit of this range are strictly con- 
sumer loans. They may be made to merchants on the security 
of a group of accounts receivable, to be collected by the 
lender, or they may be straight commercial loans repayable 
in regular instalments. It appears also that it is the practice 
among some companies not to advance a loan of less than 
$50 or $75. 4 As was pointed out in Chapter 2, the maximum 
limit of loans is set in some instances by the law under which 
the companies operate. Where the governing legislation is a 
small loan law, as in Maryland, cash loans are limited to 
$300. In the District of Columbia companies are not al- 
lowed to lend more than $200 to a single borrower. Neither 
in Maryland nor in the District of Columbia, however, do 
these limitations affect companies that operate under the 
general banking code. Nor do legal provisions of this sort 
affect transactions which do not involve an advance of cash; 
thus the amount of sales finance credit extended by indus- 
trial banking companies is determined by their own judg- 
ment. 

The survey just mentioned includes not only industrial 
banking companies as defined in this study, but also institu- 
tions which neither take deposits nor sell investment certifi- 
cates. The average size of loans extended by companies in 
this mixed group ranges from $90 to $260, with the ma- 
*rbitl., p. 5. 



SERVICES AND CHARGES 85 

jority reporting an average of $175 to $210. B Other data sup- 
plied by the American Industrial Bankers Association, based 
on reports by its members, show that the average size of 
loan accounts opened was $159 in 1936, $167 in 1937 and 
$187 in 1939. These averages, too, are for a mixed group, 
comprising a limited number of relatively small firms — 38 
companies in 1936, 26 in 1937 and 44 in 1939. Data on the 
average size of loans made by 10 comparatively large Morris 
Plan industrial banking companies during the period 1929-38 
are given in Table 14, which shows drat the average loan 


TABLE 14 

Number, Volume and Average Size of Loans Made 
by 10 Morris Plan Banking Companies, 1929-38° 


Tear 

Number of 

Volume of 

Average Size 
of Loans 

1929 

351,941 

$ 95,396,846 

$271 

1930 

351,080 

90,444,349 

258 

1931 

332,578 

85,866,829 

258 

1932 

277,472 

66,696,643 

240 

1933 

256,730 

58,496,361 

228 

1934 

290,049 

70,835,507 

244 

1935 

354,379 

93,154,454 

263 

1936 

388,955 

106,049,074 

273 

1937 

370,027 

117,345,757 

317 

1938 

404,226 

116,289,561 

288 


* Based on data supplied by The Morris Plan Corporation of America. 


made by these companies fell from $271 in 1929 to a low 
of $228 in 1933, rose to $317 in 1937, and declined to $288 
in 1938. 

Differences from one company to another in the average 
size of loans doubtless reflect in large degree variations 
in the types of loans extended. Again, however, only limited 
data are available. As can be seen from Table 15, loans 
i 'Ibid, p, S. 
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TABLE 15 

Average Size of Loans Made by 8 Indiana Indus- 
trial Banking Companies, 1936-38, by Type of 
LOAN a 


Type of Loan 

1936 

1937 

1938 

Comaker and endorser b ) 


$ 172 

$ 169 

Unsecured (single-name) J 

$170 

249 

227 

Collateral 0 

370 



Chattel mortgage 

Household goods^ 

183 

175 

169 

Automobiles 

285 

292 

245 

Other 

419 

464 

277 

Retail instalment sales contract 

137 

135 

116 

Real estate mortgage" 1 

560 

1,670 

1,478 

Other 

350 

366 

345 

Total 

208 

219 

199 


‘ Based on Annual Report o£ the Depaitmenl of Financial Institutions o£ the 
State o£ Indiana, for the years ended June 30, 1937 (p. 9), June 30, 1938 (p. 
91) and June 30, 1939 (p. 69); data aie foi the calendat years indicated. 

11 Excluding "husband and wife" loans. 

0 Maikelable securities, etc This classification was not used in the repoi ts 
for 1937 and 1938. 

d Excluding mortgages taken as additional security 

made by 8 Indiana companies authorized to issue invest- 
ment certificates averaged $208, $219 and $199 in 1936, 1937 
and 1938 respectively (the average was $195 in 1935). In 
the different types of loans, however, there was considerable 
deviation from these averages. Comaker loans, and those 
secured by household chattels, were well under aveiage, as 
was also the typical amount of credit extended on retail 
instalment sales contracts. Unsecured single-name loans were 
somewhat larger dian average, and loans secured by auto- 
mobiles, or by marketable securities, were still larger. The 
handful of loans secured by real estate mortgages was, of 
course, far larger than the other types. 

A fifteen-year record covering the average size of loans 
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made on different types of security by a large Morris Plan 
industrial banking company is presented in Table 16. The 
relatively large size of loans extended on automobile col- 
lateral during the years 1925-29 doubtless reflects the inclu- 
sion in the data of some wholesale loans; such loans are 
not represented in the figures for 1936-39. In 1937-39 loans 
secured by automobiles were roughly the size of comaker 
loans, and were considerably smaller than single-name loans, 
probably because this particular bank does no automobile 


TABLE 16 


Average Size of Loans Made by a Large Morris 
Plan Banking Company, 1925-39, by Type of Loan® 


Tear 

Co- 

If 

Col- 

mobile 0 

Other d 

All 

1925“ 

8183 

$ 0 

*212 

8 622 

8226 

8186 

1926 

193 

0 

248 

310 

192 

198 

1927 

217 

0 

374 

610 

233 

233 

1928 

234 

0 

556 

1,706 

222 

268 

1929 

248 

0 

389 

5,012 

163 

262 

1930 

260 

0 

284 

0 

0 

261 

1931 

266 

0 

201 

0 

0 

263 

1932 

251 

0 

179 

0 

639 

249 

1933 

232 

0 

170 

0 

0 

230 

1934 

228 

0 

173 

0 

0 

225 

1935 

246 

0 

175 

0 

260 

243 

1936 

270 

290 

222 

349 

440 

279 

1937 

262 

306 

212 

253 

386 

272 

1938 

259 

320 

194 

253 

429 

274 

1939' 

271 

301 

192 

275 

425 

278 


“ Based on data supplied by the company. 
b Including "husband and wile” loans. 

“Including cash loans made on automobile collateral as well as loans made 
to finance automobile pui chases. 

d Including equipment, FHA Title I and Title II loans, and trade acceptances 
other than automobile. 

•April 1 to December 81. 

' January 1 to August 31, 



INDUSTRIAL BANKING COMPANIES 


sales financing through dealers. Single-name loans, which 
were not extended before 1936, averaged considerably larger 
than collateral loans, and somewhat larger than comaker 
notes. It was only after 1930, however, that comaker loans 
were larger than those secured by collateral. 

The relative importance of loans of different sizes is in- 
dicated in Table 17, which is based on data for the same 8 
Indiana companies represented in Tables 12 and 15. In 1937 
over 80 percent of the loans, and in 1938 nearly 85 percent, 
were for amounts of $300 or less. For each of the two years, 
roughly a third of the total number of loans were for $25 
to $100, though in volume loans of this size accounted for 
only about one-eighth. These data, however, are for fairly 

TABLE 17 


Percentage Distribution of Number and Volume 
of Loans Made by 8 Indiana Industrial Banking 
Companies, 1937-38, by Size of Loan 4 


Size of Loan b 

1937 

1938 

Number 

Volume 

Number 

Volume 

$ 25-100 

32 5 

11 0 

33 9 

12 4 

100-150 

18.7 

10 6 

20.3 

12 8 

150-200 

13.2 

10 8 

14.0 

12.2 

200-300 

16.5 

19 1 

16.5 

19.1 

300-500 

12.4 

21 9 

10.7 

24.6 

500-1000 

5.6 

17.9 

3 8 

12.1 

Over 1000 

1 1 

8.7 

8 

6 8 

Total" 

100.0% 

100.0% 

100.0% 

100.0% 


27,424 

$6,168 

30,207 

$6,147 


1 Based on Annual Report of the Department o£ Financial Institutions of the 
StaLe of Indiana, for the years ended June 30, 1938 (p. 91) and June 30, 1939 
(p 69); data are for the calendar years indicated. 

" Each level (except the first, which includes $25 loans) is exclusive of the 
lower figuie and inclusive of the higher. 

'Excluding leal estate loans and purchases of retail instalment sales contracts. 
Dollai figures in thousands. 
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average-size companies. That they are not necessarily repre- 
sentative for very large industrial banking companies is 
indicated by a study of 2,948 loans made by such a company 
in 1937. In this sample only 32 percent of the total number 
of loans were for amounts under $300, while 20 percent of 
all the loans were for $1000 or more. 

The lending policies of the 8 Indiana industrial banking 
companies already referred to are compared in Table 18 with 
those of small loan companies operating in the same state. 
The distributions include all loans made by the small loan 
companies but for industrial banking companies they in- 
clude only those loans which are for $300 or less, $300 being 

TABLE 18 

Percentage Distribution of Volume of Loans of 
$300 or Less Made by Indiana Industrial Banking 
Companies and Small Loan Companies, 1937-38, by 
Size of Loan® 




1937 

1938 

Size of Loan b 

Ind. 

Small 

Ind. 

Small 


Bkg. Cos 

0 Loan Cos. 

Bkg. Cos.' 

1 Loan Cos. 

$ 25 or less 

.0 

1.5 

0 

1 6 

25- 50 

50-100 

j 21.4 

7.0 

18 0 

| 21.9 

7 1 

18 2 

100-150 

20 6 

15.4 

22.6 

16 1 

150-200 

21 0 

18.5 

21.6 

17.9 

200-300 

37.0 

39.6 

33 9 

39.1 

TOTAL d 

100.0% 

100 0% 

100 0% 

100.0% 


$3,177 

$32,842 

$ 3,467 

$30,939 

Number of companies 

8 

274 

8 

279 


* Based on Annual Report of the Department of Financial Institutions of 
the State of Indiana, for the years ended June 30, 1938 (pp. 91 and 144) and 
June 30, 1939 (pp. 09 and 112); data are for the calendar years indicated. 
b Each level is exclusive of the lower figure and inclusive of the higher. 

0 Authorized to sell investment certificates. 
d Dollar figures in thousands. 
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the maximum loan permitted by law tor small loan com- 
panies in Indiana. These figures reveal a notable similarity 
in the practices of the two types of companies. Both in 1937 
and in 1938, however, the industrial banking companies 
granted a somewhat smaller proportion of their loan volume 
in loans of $100 or less, and a somewhat larger proportion 
in $100-200 loans. The $200-300 loans accounted for slightly 
higher percentages in the small loan companies’ distribution 
than in that of industrial banking companies. 

Methods of Loan Repayment 

Payments on loans made by industrial banking companies 
may be applied directly to the face amount of the loan, 
or set up m an hypothecated deposit account, or applied to 
the instalment purchase of a pledged investment certificate. 
The first of these methods is commonly used for repayments 
on trade acceptance loans, FHA loans and other transac- 
tions which do not involve an extension of cash to the 
borrower. Cash loans, on the odier hand, are usually repaid 
either by the accumulation of an hypothecated deposit ac- 
count or by the purchase of a pledged certificate. The 
practice a given company will follow depends upon the legal 
conditions under which it operates. 

Where a cash loan is involved, the accumulated instalment 
payments made by the borrower are not applied to the loan 
until its maturity. Although there is no requirement that 
the hypothecated deposit or the sum accumulated by the 
instalment purchase of the certificate be used to pay off the 
loan, this procedure is followed almost without exception. 
Where industrial banking companies have a deposit-taking 
privilege these accumulated payments may be reported as 
“repayments on loans not directly applied to loans.” Most 
companies report separately gross loans outstanding and 
hypothecated certificates, but a few exclude the latter from 
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their reported liabilities and report a single figure for net 
outstandings. 

The significance of the procedure followed in accepting 
loan repayments lies in the way in which it affects the com- 
putation of the effective interest rate paid by the borrower. 
In Chapter 2 , it was pointed out that the sale of a certificate 
of indebtedness or investment at the time a loan is granted 
is held in some states to be a separate and distinct transaction, 
thus creating a legal fiction to the effect that the loan is not 
paid off in instalments. It is possible to argue, on the basis 
of this legal distinction, that the effective r4te of interest 
is the rate at which the loan is discounted, whereas it is 
approximately double that rate if the loan is regarded as an 
instalment transaction, with a regularly declining principal 
balance. 

CUSTOMER CHARGES 

Many of the state laws regulating industrial banking com- 
panies not only set maximum rates of interest or discount 
but also indicate what additional charges may be levied. 
Often, however, companies lower their rates and charges 
below the legal maximum in order to meet competition. It 
should be noted that in almost all industrial loan laws the 
rate provisions apply only to cash loans; credit extended to 
finance the time sale of merchandise is not affected by such 
provisions, except in Indiana and Wisconsin. 

The industrial banking company characteristically quotes 
loan costs as a certain rate of discount plus a charge for 
credit investigation. In this respect it differs from the personal 
finance company, which usually levies its charge as a speci- 
fied rate per month on unpaid principal balance. Some- 
times, however, industrial banking company rates are stated 
in more complicated terms, and m any case a number of 
considerations must be taken into account in computing 
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the actual cost to the borrower. This cost may include a fine 
for delinquent payments and a fee for insurance, as well as 
the discount charge and credit investigation or service fee. 
From this sum must be deducted any rebate granted for 
prepayment of the loan or for prompt payment, and any 
interest credited to the borrower on the deposit accumulated 
or the instalment certificate employed as a device for pay- 
ment of the loan. While few companies actually impose all 
these charges and grant all these rebates and interest pay- 
ments, each loan must be examined from every one of these 
angles before *ihe actual cost to the borrower can be ascer- 
tained. His cost varies also, of course, with the size and dura- 
tion of his loan, and perhaps with the kind of security he 
provides. 

Computation of the effective rate of interest must take 
into account the fact that industrial loans are paid off in 
regular instalments. As has already been stressed, the effective 
rate on such a loan is higher than the stated rate of discount. 
On a $100 loan, for example, carrying a 6 percent discount 
deducted from the face amount of the note, and repayable 
in 12 equal monthly instalments, the effective rate of in- 
terest is 11.8 percent.® 

On rates charged by Morris Plan banking companies no 
data are available which are sufficiently extensive to be used 
in any other way than as scattered examples of forms of 
quotation and general levels of charge. As for rates charged 
by other industrial banking companies, some facts are 
brought out in a recent study by the American Industrial 
Bankers Association. Almost half of the companies which 
submitted data for this survey employed a base rate of 6 
percent discount plus an investigation fee of $1 per $50 on 
loans up to $250 or $500, and a smaller fee or none at all on 

8 See the discussion in National Bureau of Economic Research (Financial 
Research Program), Commercial Banks and Consumer Instalment Credit, by 
John M. Chapman and Associates (1940) p. 153. 
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loans above these amounts. 7 Of the reporting companies, 35 
percent varied their rates according to the type of security. 
The lowest rate reported, 5 percent discount, was that 
charged for FHA Title I insured loans. 

There is little uniformity among industrial banking com- 
panies as to the scale of rates for different types of loans. Gen- 
erally, however, where a variation prevails, comaker loans are 
discounted at a higher rate than loans secured by savings pass- 
books, stocks or bonds. Frequently single-name loans carry a 
higher discount rate than comaker loans, or involve a higher 
investigation charge; on the other hand, the/ may be made 
at a lower rate than that charged on comaker loans, especially 
if they are of relatively large amounts. Loans secured by auto- 
mobiles and household furniture likewise tend to carry a rate 
higher than that applied to comaker loans. 

The size of a loan is an important criterion in the setting 
of rates. One company advertises that it makes no service 
charge and discounts at 8 percent on loans up to $500 in size, 
at 7 percent on loans from $500 to $1000, and at 6 percent 
on loans above $1000. Another company, which charges 6 
percent on all loans, varies its investigation fees so that the 
percentage charge on a large loan is less than that on a smaller 
loan. This company levies a credit investigation fee of $2 on 
each .$100 and sets a maximum fee of $6. No fee is imposed 
for collateral loans, even those below $300, and for $300-500 
loans no fee is set regardless of the type of security. Borrowers 
of $500 and over are not only charged no credit investigation 
fee but they receive interest, at the rate of 2 Vi percent per 
annum computed on a quarterly basis, on the monthly de- 
posits which they accumulate to liquidate their loans. 

The rates recently put into effect by another large indus- 
trial banking company provide a further illustration of the 
adaptation of charges to the size and type of the loan. For 

7 Myron R. Bone, "Industrial Banks Loan Many Millions Yearly” in American 
Industrial Banker, vol. 4, no. 6 (December 1938) pp. 7-8. 
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comaker loans the rate is 6 percent, plus a service fee ranging 
as low as 1)4 percent and never in excess of 2 percent, de- 
pending on the size of the loan. No service fee is charged on 
loans of $700 or over. Loans secured by stock exchange col- 
lateral carry a rate of 5 percent if the amount is less than 
$1000, and of 4)4 percent if the loan exceeds $1000. Loans 
secured by the bank’s own certificates of deposit or by savings 
passbook accounts are charged the lowest rates. Those of less 
than $300 are discounted at 4)4 percent, those of $300 to 
$500 at 4 percent, and those of $500 or more at 3*4 percent. 

The amount that a loan costs the borrower generally in- 
cludes an insurance fee. On cash loans this insurance covers 
the life of the borrower, and provides for payment of the 
unpaid balance if he should die before the loan is paid off. 
Insurance is not always required, but when it is the borrower 
generally pays $1 per $100 for this coverage. For large loans, 
those of $500 or more, the company may carry the insurance 
without levying a special charge on the borrower. 

The effective rates of interest on different sizes of loans are 
sometimes influenced considerably by the imposition of mini- 
mum charges. A company may impose a minimum charge of 
$1 on loans of $10 which are payable m 2 months, or it may 
state its credit investigation fees as a flat dollar charge, regard- 
less of the size of the loan. 

The problem of calculating the amount that a loan costs 
the borrower is further complicated by the practice of levying 
special delinquency charges. Thus for persons who fail to 
make payments promptly the cost may be increased substan- 
tially by the amount of the delinquency fine. In imposing this 
penalty not all companies define delinquency in the same 
way. Some maintain that a loan is delinquent if payment is 
not made on the due date; odiers grant a period of grace 
ranging from 2 to 10 days; still others do not consider a loan 
delinquent until a payment is 60 days overdue. Some com- 
panies, however, are not allowed by the law under which they 
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operate to charge any delinquency fee at all, and even the 
companies that are not subject to such a legal prohibition 
may not find it advantageous to exact a fee of this sort. Many 
have found that the amount of money thus collected does not 
compensate them for the ill-will engendered in the customer 
by the imposition of the fine. Delinquency fees are far from 
uniform; most companies charge 5 percent of the past-due 
payment, but some have a fixed minimum charge. 

On the other hand, the allowance of rebates for prompt 
payment or prepayment reduces the cost of the loan to the 
borrower. In a few states industrial loan laws provide for a 
standard system of rebates for prepaid loans. In Indiana, for 
example, the Industrial Loan and Investment Act sets a mini- 
mum rebate on Class I loans of 1 percent per month on the 
amount prepaid, except that no rebate need amount to more 
than the original discount minus 3 percent of the original 
sum lent. Where rebates are not governed by law or ad- 
ministrative rulings, companies follow various methods; they 
may rebate unearned discount minus a minimum charge, or 
refund the full amount or some fraction of unearned interest. 

The borrower’s cost may be cut down somewhat if the com- 
pany pays interest on hypothecated deposits. Few companies, 
however, follow this practice at die present time, and those 
which do so may pay interest only on deposits accumulated 
on loans above a set amount. For example, on deposits ac- 
cumulated on loans of $500 and over, the Morris Plan Bank 
of Virginia pays interest at the same rate that it pays on un- 
hypothecated deposits. 

NON-LENDING SERVICES 

From their inception industrial banking companies have 
sought to be more than cQnsumer lending agencies. Many 
firms originally planned to serve also as thrift or savings in- 
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stitutions, for example, even though the legal arrangements 
under which they operated did not permit them to present 
themselves as savings institutions. From the point of view 
of the small company, thrift services are a desirable practice, 
for small companies can obtain funds in this way at lower 
rates of interest than they would have to pay to other poten- 
tial sources of working funds. 

State prohibitions against the acceptance of deposits have 
made it necessary for industrial banking companies to resort 
to the sale of various kinds of investment certificates in order 
to fulfil the savings or thrift function. These unhypothecated 
certificates vary considerably in form, but they have a strong 
basic similarity. They run for varying periods of time and 
carry different rates of interest; usually they are issued in rela- 
tively small, fixed denominations, and they may be paid for 
outright or in instalments. Where companies have been given 
deposit-taking privileges it is possible for the usual savings 
passbook to be used, and in such cases the instalment invest- 
ment certificate may be dispensed with. 

The rate paid on unhypothecated investment certificates 
varies with the size and maturity of the certificate, but funds 
obtained in this way generally prove more costly to the in- 
dustrial banking company than do savings deposit funds. A 
recent survey conducted by the American Industrial Bankers 
Association shows that interest on certificates ranges from 3 V% 
to 5 percent, and that some companies pay as much as 6 per- 
cent. On the other hand, interest on savings accounts varies 
between D/a and 4 percent. 8 The latter, for the 4 companies 
which are now members of the Federal Reserve System and 
the 75 companies now insured by the Federal Deposit Insur- 
ance Corporation, is subject to legal regulation. These two 
government agencies set the same maximum rates on time de- 
posits: 214 percent on savings deposits and on time deposits 

8 Myron R. Bone, "Current Trends Are Revealed by Survey” in American 
Industrial Banker, vol. 4, no. 5 (October 1938) p. 5. 
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payable in 6 months or more; 2 percent on time deposits paya- 
ble in 90 days to 6 months; and 1 percent on time deposits 
payable in less than 90 days. 9 

Where the law permits, industrial banking companies also 
offer their customers checking or demand account facilities. 
They usually arrange this service by selling the customer a 
book of 20 checks for $1.50, and require no minimum bal- 
ance. Other services which are becoming increasingly com- 
mon are such special plans as those designed to facilitate 
Christmas and vacation savings; in most instances no interest 
is paid on deposits of this nature. Finally, a Hew companies 
offer safe deposit accommodations to their customers. 

Although it is impossible to depict statistically the pattern 
of lending and non-lending functions of industrial banking 
companies, all indications support the contention that the 
prevailing tendency, over the past thirty years, has been to- 
ward a diversification of services. At the present time the 
exigencies of the competitive situation are providing fur- 
ther stimuli in this direction. 

■> Federal Reserve System, Twenty-fifth Annual Report of the Board of Gov- 
ernors, covering operations for the year 1938, p. 59, and Federal Deposit In- 
surance Corporation, Annual Report, for the year ended December 81, 1936, 



5 


Operating Methods and Collec- 
tion Experience 


The ways in which industrial banking companies obtain 
and handle business are fundamentally similar to those fol- 
lowed by other consumer credit agencies. Since many in- 
dustrial banking companies are engaged in a more 
diversified type of lending, and offer in addition certain 
non-lending services to their customers, their problems dif- 
fer somewhat from those of other agencies. But like other 
comparable institutions they are required to conduct an 
effective promotional campaign to insure maximum em- 
ployment of their lending capacity; out of the total number 
of loan applications filled out by prospective borrowers they 
must select a group to whom loans will be made; because 
their selection must be speedy as well as careful, they must 
develop procedures that will facilitate their choice of risks. 
These various practices will be discussed in this chapter, 
and in the concluding section their adequacy will be meas- 
ured by a body of data covering collection experience on 
accepted loans. 

METHODS OF OBTAINING AND HANDLING 
BUSINESS 

Advertising Techniques 

In industrial banking, as in other fields of consumer credit, 
the so-called “repeat” borrower is an important source of 
loan volume, but what proportion of the industrial lending 
98 
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business is to be ascribed to loans to old customers cannot 
be ascertained exactly. The fact that most of the firms 
circularize those who have proved to be reliable risks is m 
itself indicative. Replies to a questionnaire distributed by 
the American Industrial Bankers Association indicate that 
somewhat more than half of the loan volume of the reporting 
companies came from former borrowers. 1 These data, how- 
ever, cover only a small proportion of the total volume of 
industrial lending, and they make no distinction between 
investment and non-investment types of agencies. 

In their endeavor to attract new borrowers, and to win 
over the clients of competitors, industrial banking com- 
panies must engage in various forms of advertising. It is not 
possible to say with any definiteness how much is spent for 
this purpose. One figure frequently mentioned as a stand- 
ard is Vz to 1 percent of total loan volume, with the quali- 
fication that a new company is likely to spend more and 
an old company less. According to information supplied by 
the American Industrial Bankers Association, reporting 
members in 1937 carried an average advertising budget of 
from y 3 to 1 percent of the total volume of their loans 
during that year. In 1936 the members of the association 
reported that advertising expenses amounted, on the average, 
to about IVi percent of gross income. As far back as 1925 
the advertising outlays of 25 reporting members of the 
Morris Plan Bankers Association amounted to 4.8 percent 
of gross expense and 3.6 percent of gross income. 2 A year 
later 19 New England Morris Plan companies reported that 
their outlays for advertising amounted to 5.6 percent of 
their gross expense and 4.4 percent of their gross income. 3 

1 Myron R. Bone, “Industrial Banks Loan Many Millions Yearly” in Ameri- 
can Industrial Danker, vol. 4, no. 6 (December 1938) p. 7. 

2 Walter D. Brown, "Comparative Statistics for the Year 1925” in Moms 
Plan Danker (January 1926) pp. 17-21 

8 Walter D. Brown, "Average Income and Expense Figures, 19 Morris Plan 
Companies” in ibid, (May 1927) p. 113. 
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These proportions have remained substantially constant, as 
is indicated by the fact that in 1937 companies reporting 
to the Morris Plan Bankers Association were allocating 5.9 
percent of their total expenses to advertising. 4 

While many types of advertising are used, there seems to 
be a general tendency for companies to concentrate on news- 
papers and direct mailing as means of reaching potential 
borrowers. Other media are billboards, posters, window 
cards, radio, personal canvass, advertisements in street cars 
or directories or on moving picture screens, and the multitude 
of items distributed free of charge. 

The advertising problem of industrial banking companies 
differs somewhat from that of most other businesses in that 
industrial lenders are concerned with attracting only accepta- 
ble applicants, since the cost of making loans is augmented 
when a company has to examine and reject poor risks. 
From this point of view direct mail advertising has much 
to commend it, for it reaches a select group, whereas radio 
programs, billboard posters or other non-selective forms of 
advertising may interest large numbers of applicants of whom 
the majority may have to be rejected. 

Except when they are engaged in launching a new service, 
industrial banking firms tend to emphasize the most profita- 
ble types of loans in their advertising. In general, they 
follow a schedule of advertising copy designed to fit the 
different periods of the year, sometimes employing the 
services of outside advertising agencies. Many companies 
have succeeded to some extent in determining which of 
their advertising techniques is most productive by asking 
the new customer the reasons for his choice of company. 
The replies may be somewhat unreliable, but they usually 
indicate that references from old customers yield more new 
business than any of the forms of commercial advertising 
employed. 

4 Derived from data supplied by the Morris Plan Bankers Association. 
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Office Organization 

Broadly speaking, the office organization of an industrial 
banking company is set up along the lines of the firm’s 
principal activities — extending credit, receiving payments, 
keeping records and collecting accounts. It varies, however, 
with the size of the firm, the amount of business handled 
and the assortment of services offered. Small companies are 
similar in office organization to the independent personal 
finance companies; the staff usually consists of a manager, 
an assistant and a secretary. At the other extreme are the 
very large firms that have a much larger and'' more special- 
ized corps of workers. One large company, for example, has 
a department for receiving applications, a women’s depart- 
ment, a special organization of committees to pass on loan 
applications, departments for receiving hypothecated and 
unhypothecated deposits, a checking account division, a 
sales finance section, and adjustment, legal, auditing and 
accounting, insurance, purchasing, advertising, personnel and 
real estate departments. 

One way of measuring the efficiency of an office organiza- 
tion is to determine how many loans are made per year per 
employee. Although such data are fragmentary at best, it 
seems reasonably safe to say that for industrial banking 
companies the average number of outstanding loan accounts 
per employee is in the neighborhood of 300. A study made 
in 1935, covering 16 Pennsylvania companies with average 
outstandings of about $120,000, showed that the average 
number of loans outstanding per full-time employee was 
303. B Somewhat more than half the member companies re- 
porting to the American Industrial Bankers Association over 
the period 1935-39 had in those five years an average of 200 
to 500 loan accounts outstanding per employee. 0 The figure 

0 Harry R. Hickox, “Volume, Losses and Costs Studied in Pennsylvania" m 
American Industrial Banker, vol. 1, no. 2 (June 1935) p. 6. 

0 Data supplied by the American Industrial Bankers Association. 
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of 300 loan accounts outstanding per employee is regarded 
as a rough standard of efficiency. 7 

Credit Procedure 

The procedures followed in the granting of loans, the in- 
vestigation of credit and the collection of payments vary for 
different types of loans and for companies of different sizes. 
Large firms tend, on the whole, to adopt a more highly 
standardized and routinized procedure than do small firms. 
In a relatively small office the procedure is fairly simple. 
The applicant is first interviewed by the manager or his 
assistant. Then he fills out the usual loan application blank 
and arranges to present collateral security, or to obtain the 
signature of comakers, or to have his car or household 
chattels inspected. The applicant’s credit record is then 
checked. If he is a regular customer the checking is quickly 
accomplished. If he is not, various sources of credit informa- 
tion must be consulted, the type of credit investigation de- 
pending in large part on the facilities available. 

First, the office may have its own credit file containing 
published notes on suits, judgments, foreclosures and the 
like. Second, there is almost always some kind of mercantile 
credit agency in the community, from which reports on 
prospective borrowers may be purchased. These reports in 
some instances relate exclusively to open-book accounts; in 

7 Data on “loan accounts per employee” must be examined with great care 
Sometimes they refer to aveiage loan accounts outstanding, sometimes to 
loans made during the year, and in either case there is usually some doubt 
as to the number of employees to be included m the calculation, the latter 
difficulty arises particularly fiom the fact that there are often part-time as 
well as full-time workers. Furthermoie, it is necessary to take account of the 
fact that an industrial banking company has savings as well as loan accounts, 
which must be handled by the same working force, and that theie may be 
variation among companies m regard to the frequency of instalment pay- 
ments made on loans, some companies make loans that aie repayable on a 
weekly basis, thus increasing the number of transactions to be handled by 
the working force. Considerations such as these doubtless explain the wide 
variations in reports on "number of loan accounts per employee." 
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others they cover retail instalment credit as well. For loans 
of $1000 or more the company may buy a more exhaustive 
credit report, as well as a legal report on suits and judg- 
ments in which the applicant may have been involved. 
Finally, there may be a central lenders’ credit bureau from 
which information may be obtained as to the applicant’s 
present status and past record with cash lending and sales 
financing firms. In some instances the credit bureau serves 
only as a clearing agency, in which case the lender has to 
make a special inquiry of the firms to which he is referred. 
The credit bureaus differ m scope and reliability from one 
locality to another. In some cities all lenders, regardless 
of type, cooperate in exchanging information; in others 
intense competition may lead to a complete breakdown of 
the system. 

In addition to seeking information from whatever organ- 
ized credit bureaus or exchanges are available, the company 
makes its own check of the applicant’s employment, income, 
residence and family indebtedness. In most cases this amounts 
only to verification, by telephone, of information given by 
the applicant. Some lenders in the smaller cities hold regu- 
larly scheduled weekly meetings at which the delinquent 
accounts of all lenders are reviewed and discussed. It is 
rarely the case that a company will utilize all of these sources 
of credit information, for some are considered more useful 
than others and each tends to increase the cost of credit 
investigation. 

If the loan is made on the security of a chattel mortgage 
on household furniture an appraiser is sent to visit the home 
and to make a general inspection of the household. Since 
foreclosures on household chattels are relatively rare, 8 the 
chief purpose of the home inspection is to impress the bor- 

8 See National Bureau of Economic Research (Financial Research Program), 
Personal Finance Companies and Their Credit Practices, by Ralph A. Young 
and Associates (1940) Table 18, p. 11. 
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rower with the desirability of prompt payment and to judge 
from the atmosphere and upkeep of the household whether 
the risk is likely to be a good one. If the loan is made on 
automobile collateral, the car is carefully inspected and 
valued. 

When all of the relevant information has been assem- 
bled and written on or attached to the loan application, a 
decision is made on the extension of the credit. In a small 
office the entire loan procedure may be handled by one 
person, whereas in the larger firms it involves a highly sys- 
tematized division of labor, with the loan officers passing 
only on credits, and the interviews and investigation con- 
ducted by others. In some cases theie is a hierarchy of loan 
officers; thus in one large company the less experienced 
men are permitted to extend loans up to $360, the next 
group up to $540, the next to $1200, and loans for more 
than $1200 are usually passed by the principal officer of the 
firm. Another common practice is the pooling of the re- 
sponsibilities of two officers, who may together examine an 
application and grant a loan equal to the sum of their sep- 
arate credit authorities. 

An important element in the credit granting organization 
is the group referred to as the “discount committee” or the 
“loan committee.” Where there are several loan officers, 
applications are routed through the desks of all the officers, 
the committee thus operating continuously. For very large 
loans the committee may be composed of a selection of loan 
officers, the president of the company and several directors, 
the group meeting only at regular intervals. 

It is difficult to assemble adequate statistical data on the 
proportion of credit applications accepted by industrial 
banking firms. One company operating a series of offices 
reports that about one-third of the requests for loans are 
rejected without the applicant’s reaching the point of mak- 
ing out a formal blank; of those actually made out, between 
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one-quarter and one-half are finally accepted. An officer of 
one of the largest industrial banking companies has stated 
that during 1938 his firm extended 40,000 loans out of 
60,000 or more applications. 9 Another firm states that it 
rejected 10 percent of the applications received during the 
year 1939. 10 A survey made in 1938 by the American In- 
dustrial Bankers Association, covering the practice of mem- 
ber companies, revealed that approximately 75 percent of 
all loan applications received by all the reporting firms were 
finally accepted; but some companies reported acceptances 
amounting to 80 or 90 percent, others a much smaller pro- 
portion, and one firm stated that it granted only 35 percent 
of the number of loans requested. 11 

The initial steps in the sales financing operations of an 
industrial banking company differ substantially from those 
described above. 12 Because the company wishes to avoid 
repossession problems it will make the same careful credit 
examination in such cases as it does for cash loan applica- 
tions, but its relations with the dealer who is the original 
source of the financing paper introduces new problems, and 
the documents required to protect the lender’s interest in 
the collateral are quite different. It is essential in this type 
of business to secure protection against such hazards as 
duplicate or triplicate financing, excessive dealer payments, 
illegal sale of merchandise or overvaluation of collateral 
in transactions involving used commodities. While these 
hazards are well known to experienced operators, the fact 

B Stephen B Clark, “People and Profits in Personal Loans” in American 
Industrial Banker, vol. 5, no. 1 (February 1939) p. 14 
an Morris Plan Bank of Virginia, Annual Report to the Stockholders , for the 
year 1939, p. 3. 

11 Myron R. Bone, "Industrial Banks Loan Many Millions Ycaily” in Ameri- 
can Industrial Banker, vol. 4, no. 6 (December 1938) p. 8. 

12 In this type of financing the procedures followed by industrial banking 
companies are necessarily similar to those current among sales finance com- 
panies. For a discussion of the latter see National Bureau of Economic Re- 
search (Financial Research Program), Sales Finance Companies and Their 
Credit Practices, by W. C. Plummer and R. A Young (1940) pp. 104-21. 
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that financing agencies frequently run afoul of them is proof 
of the necessity for constant caution. When companies 
undertake to finance the time sale of merchandise directly 
with the customer, rather than through the dealer, the pro- 
cedure is more nearly similar to that described above for 
the making of cash loans, though special adjustments have 
to be made to take account of the nature of the merchandise 
security. 

Whatever the methods may be that are employed in judg- 
ing a risk, the lending company cannot disregard the need 
for speed and*' for the maintenance of confidential relations 
with the borrower. Both of these factors introduce impor- 
tant elements of hazard into the business of granting credit, 
but the exigencies of competition require that they be 
recognized. 

Collection Procedure 

When a loan is made, a number of office records are pre- 
pared. Whether payments are to be direct or hypothecated 
in a special account, the dates when they are due are sched- 
uled on the ledger card. In many offices loans are numbered 
according to due dates so that delinquency can be easily 
detected. The first two digits of the number 302614, for 
example, indicate that payments are due on the 30th of the 
month, while the remainder stand for the serial number 
of the loan. Other symbols may be added to the number to 
indicate the type of loan and other significant characteris- 
tics. 

For collecting delinquent payments most companies em- 
ploy a basically uniform method. First they send out form 
notices at appropriate intervals. Then, at a fairly early stage, 
they telephone the delinquent borrower, or perhaps send 
him a special letter signed by the manager, requesting pay- 
ment or a consultation on the matter of a possible refinanc- 
ing or extension of the loan. In some cases the adjustment 
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involves only a shifting of the due date or a change in the 
frequency of instalments. 

Not all firms employ outside collecting agents. Nor do 
they all follow the same procedure with regard to comakers 
involved in delinquency. Some companies communicate 
with the comaker only when payment is long overdue, 
while others issue an early warning in order to protect them- 
selves against complaints from this source. As in the trans- 
actions of other consumer credit agencies, the borrower’s 
note generally contains an acceleration clause giving the 
lender the right, in case of default, to demand' full payment 
before the contractual maturity date. When this privilege is 
exercised, legal action is usually necessitated. 

COLLECTION EXPERIENCE 

The collection experience of industrial banking companies is 
measured by data on delinquencies and losses. Charge-offs on 
loans are the primary source of loss but losses arise also from 
dealings in other types of assets. Delinquencies are expressed 
by a figure representing, for a particular date, the volume of 
loans delinquent for a specified length of time in percent 
of total loans outstanding on that date. The definition of 
what constitutes delinquency has never been standardized, 
though certain efforts have been made in this direction. Both 
The Morris Plan Corporation of America and the Morris 
Plan Bankers Association have urged Morris Plan companies 
to use a definition according to which “a loan is delinquent 
when no payment has been made for 4 weeks or more after 
due date.” Some companies provide more detailed informa- 
tion by classifying delinquent accounts according to whether 
the period since due date was 30 to 60 days, 60 to 90 days, 
or 90 days or more. Since industrial banking companies in- 
variably discount their loans, they are not confronted, as 
are personal finance companies, with the problem of dis- 
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tinguishing delinquency on principal from delinquency on 
charges. 

The success of an industrial banking company in making 
collections on its loans depends to a considerable extent 
upon the management’s ability to keep its delinquency 
record favorable. To the extent that this task calls for very 
skilful operation, the chances that competitive pressure will 
so increase as to reduce rates and profits are greatly dimin- 
ished. It is of course impossible to measure statistically the 
differences in management ability in different firms, but 
some indication of such differences is contained in compara- 
tive figures on various companies’ proportions of outstand- 
ings which, at a particular date, have been delinquent for 
a specified period of time. Such figures are presented in 
Table 19, for 29 members of the American Industrial Bank- 
TABLE 19 

Distribution of 29 Industrial Banking Companies, 

December 31, 1939, by Delinquency Percentage 
on Loans Delinquent 60 to 90 Days and 90 Days or 
More 4 


Delinquency 
Percentage 11 

On Loans Delinquent 

60 to 90 Days 

On Loans Delinquent 
90 Days or More 

Under 1 6 

13 

13 

1.6- 3.2 

5 

6 

3 2-48 

3 

3 

4 8-64 

1 

2 

6.4- 8 0 

2 

0 

8.0- 9 6 

1 

0 

9.6-11 2 

2 

1 

11.2 & over 

2 

4 

Total 

29 

29 


* Based on data supplied by the American Industrial Bankers Association. 

6 Year-end outstandings on loans delinquent for specified period, m percent 
of total year-end loan outstandings. Delinquency is measured by the number 
of days from date payment was due. Each level is inclusive of the lower 
figure and exclusive of the higher 
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ers Association; these 29 companies include “non-investment” 
as well as “investment” firms, but tor the present purpose 
the distinction between the two types is not significant. Al- 
though the wide disparity m delinquency experience re- 
vealed by this table may be partly due to reporting methods, 
it is unlikely that this factor explains the full range of the 
distribution. In spite of the diversity of experience here 
recorded, however, it is noteworthy that nearly half of the 
companies reported less than 1.6 percent of their total loans 
outstanding at the end of 1939 as having been delinquent 
for 60 to 90 days, and that the same number of companies 
reported this low percentage for loans delinquent 90 days 
or longer. 

Table 20 supplies data on delinquency, and also on net 
charge-offs on loans, for 10 Morris Plan institutions during 
the period 1929-38. It is noteworthy that while delinquency 
percentages (pertaining to loans on which no payment was 
made for 4 weeks or more) were relatively high during the 
depression years, they had declined by 1936, and thereafter, 
to well under 2 percent. Net loan charge-offs (annual volume 
of loan charge-offs, minus recoveries), expressed in percent 
of the total annual loan volume, stood consistently at less 
than 1 percent. Supplementary data show that in the years 
1933-35 loan volume increased about $13,500,000, but de- 
spite this increase net charge-offs declined from their peak 
of 0.97 to the very small figure of 0.08 percent, rising there- 
after to slightly less than 0.3 percent in 1938. There is no 
consistent relation between year-to-year changes m net loan 
charge-offs and in delinquency, nor is there perceptible any 
close coordination between the net loan charge-off percent- 
age for any one year and the delinquency percentage for 
the preceding year. It is true, however, that the year of 
highest delinquency, 1932, was followed by the year of 
greatest charge-offs. 

These data are, on the whole, corroborated by the figures 
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TABLE 20 


Delinquency and Net Charge-off Percentages on 
Loans Made by 10 Morris Plan Banking Com- 
panies, 1929-38“ 


Year 

Delinquency 

Percentage b 

Net Charge-off 
Percentage 0 

1929 

3.83 

34 

1930 

4.12 

.53 

1931 

3.43 

.70 

1932 

4 38 

61 

1933 

3.21 

.97 

1934 

2.28 

.55 

1935 

1 71 

.08 

1936 

1.60 

.17 

1937 

1.18 

29 

1938 

1.45 

.28 


a Based on data supplied by The Morris Plan Corporation o£ America. 
u Year-end outstandings on delinquent loans in percent of total year-end 
loan outstandings. A delinquent account is defined as one on which no 
payment has been made for 4 weeks or more alter due date. Total out- 
standings for each year were estimated by computing, for 20 companies in 
which these 10 are included, the ratio of year-end outstandings to the volume 
of loans made during the year, and using this figure as a multiplier for the 
volume of loans made during each year by the 10 companies. 

Delinquency percentages, expressed as above, are available also, for the 
years 1922-25 and 1929-32, on all Morris Plan banking companies. These 
figures, however, while of wider coverage, have not the advantage of per- 
taining to a single, unchanging group of firms: 

1922 1.89 1929 2.46 

1923 1.58 1930 2 93 

1924 1.53 1931 3 43 

1925 1.49 1932 4.89 

0 Volume of loan charge-offs made during the year, minus recoveries, in per- 
cent of the year’s volume of loans made. 

in Table 21, which shows, for 1930-36, the distribution of 
26 members of the American Industrial Bankers Associa- 
tion, by net charge-off percentage on loans. In all years the 
majority of the companies had net charge-offs amounting to 
less than 1.6 percent of loan volume; on the other hand, 
a considerable number of companies had a higher proportion, 
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TABLE 21 

Distribution of 26 Industrial Banking Companies, 
1930-36, by Net Charge-off Percentage on 
Loans 11 


Net Charge-off 
Percentage b 

7 930 

1931 

1932 

1933 

1934 

1935 

1936 

Under .0° 

3 

_ 

_ 

_ 

3 

2 

4 

.0- .8 

13 

16 

6 

10 

7 

14 

13 

.8-1.6 

6 

3 

10 

7 

9 

5 

6 

1 6-2 4 

4 

3 

2 

3 

3 

1 

2 

2. 4-3.2 

- 

3 

3 

1 

- 

2 

- 

3 2-4.0 

- 

1 

3 

3 

2 

- 

- 

4.0-4.8 

- 

- 

2 

- 

- 

- 

- 

4 8-S.6 

- 

- 

- 

1 

- 

1 

- 

5.6 & over 

- 

- 

- 

1 

2 

1 

1 

Total 

26 

26 

26 

26 

26 

26 

26 


* Based on data supplied by the American Industrial Bankers Association, 
b Volume of loan charge-offs made during the year, minus recoveries, in 
percent of the yeai’s volume of loans made. Each level is inclusive of the 
lower figure and exclusive of the higher. 

"A net charge-off peicentage of less than zero indicates that the year’s re- 
coveries exceeded the year’s volume of charge-offs. 

some of them reaching as high as 5.6 percent or more. Further 
data from this group of companies indicate that on the major- 
ity of loans charged off the outstanding balance was between 
$50 and $125. 

Data on gross as well as net charge-offs on loans, classified 
according to size of company, are to be found in Table 22, 
which has been prepared from reports made to the Federal 
Deposit Insurance Corporation by insured industrial bank- 
ing companies. In this table, however, loan charge-offs are 
computed on the basis of total year-end outstandings in loans 
and discounts (net of repayments on instalment loans). As 
a result the percentages are higher than they would be if 
they were computed, as in Tables 20 and 21, on the basis of 
annual volume. It will be noted that, even with allowance 
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TABLE 22 


Gross and Net Charge-off Percentages on Loans 
Made by Insured Industrial Banking Companies, 
1934 - 38 , by Size of Company® 


Size of Company b 

1934 

1933 

1936 

1937 

1938 

Under $100,000 

Number 

18 

18 

17 

20 

21 

Gross charge-off percentage 

2 28 

1 83 

.86 

.44 

59 

Net charge-off percentage 

1 72 

1.26 

.55 

.27 

42 

$100,000-200,000 

Number 

22 

22 

20 

20 

19 

Gross charge-off percentage 

2 67 

1.55 

1.22 

.79 

1.18 

Net charge-off percentage 

2 30 

1.23 

.64 

.41 

.62 

$200,000-300,000 

Number 

8 

10 

13 

16 

17 

Gross charge-off percentage 

2 57 

1.63 

1 02 

1.10 

1 42 

Net charge-off percentage 

1 72 

68 

.44 

.44 

1 06 

$300,000-500,000 

Number 

5 

5 

5 

5 

7 

Gross charge-off percentage 

1 09 

84 

.81 

.86 

.79 

Net charge-off percentage 

.57 

24 

02 

.28 

.43 

$500,000-1,000,000 

Number 

4 

3 

4 

3 

2 

Gross charge-off percentage 

1.75 

.95 

.95 

.88 

.64 

Net charge-off percentage 

78 

.30 

.42 

29 

.46 

$ 1,000, 000 & over 

Number 

3 

4 

4 

5 

5 

Gross charge-off percentage 

2 67 

1.57 

1.18 

78 

70 

Net charge-off percentage 

1.31 

.50 

- 26 

,09 

.18 

All Companies 

Number 

60 

62 

63 

69 

71 

Gross charge-off percentage 

2.31 

1 42 

1 09 

.82 

86 

Net charge-off percentage 

1 33 

60 

09 

.21 

40 


* Based on data supplied by the Federal Deposit Insurance Corporation 
Figure on gross charge-offs repiesents volume o£ loan charge-offs made during 
the year, in percent o£ total year-end outstandings in loans and discounts 
(net o£ repayments on instalment loans). Figuie on net charge-offs represents 
gross charge-offs minus recoveries, in percent of same total, 
b As measured by total equity account (capital, surplus and undivided profits). 
Each level is inclusive of the lower figure and exclusive of the higher. 
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for this upward bias, the net charge-off percentages of the 
entire group of insured companies were in 1934 and 1935 
considerably higher than might be expected from the data 
given in Table 20, and that in 1936 and 1937, in spite of 
their upward bias, they were actually lower than the cor- 
responding figures in Table 20. This suggests that in 1934 
and 1935, the first years after their admission to insurance, 
these companies followed a strict policy in writing off ques- 
tionable loans, and subsequently made a high proportion of 
recoveries on the borderline paper. 

This table indicates that in general the companies in the 
$100,000-300,000 groups (size measured by equity funds) 
had higher-than-average proportions of both gross and net 
loan charge-offs in all five years of the period 1934-38, and 
that companies in the $300,000-1,000,000 groups had lower- 
than-average proportions. The experience of the very small 
companies — those under $100,000 — was, on the whole, bet- 
ter than average on gioss charge-offs but worse than average 
on net charge-offs. In 1934-36 the largest companies — those 
of $1,000,000 or over — recorded gross charge-offs in higher 
proportion than all companies combined, but in all five 
years their net charge-off percentages were lower than aver- 
age; in fact, in 1936 they had a negative percentage, indicat- 
ing that in that year the volume of loan charge-offs was 
exceeded by the volume of recoveries. 

Reserves against charge-off losses on loans vary considera- 
bly from one company to another. Information pertaining 
to the practice of 20 members of the American Industrial 
Bankers Association in 1937, and to that of 22 companies in 
1938, shows that for the majority of these companies loss 
reserves were for amounts up to 1.5 percent of outstanding 
loans. Such a reserve is roughly in line with the average 
loss experience on loans. 

Loss data on assets other than loans are presented in Table 
23 for the same group of insured companies and the same 
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TABLE 23 


Gross and Net Loss Percentages on Assets Other. 
Than Loans Held by Insured Industrial Banking 
Companies, 1 934-38, by Size of Company 0 


1 Size of Company b 

7 934 

1935 

1936 

1937 

1938 

Under 5100,000 

Number 

18 

18 

17 

20 

21 

Gross loss percentage 

4 18 

2 21 

5 88 

7.16 

4 31 

Net loss percentage 

3.51 

51 

.27 

3.31 

2.72 

$100,000-200,000 

Number 

22 

22 

20 

20 

19 

Gross loss percentage 

2.04 

3.15 

4 16 

6.01 

11.06 

Net loss percentage 

1.04 

.08 

.09 

3 26 

9.70 

$200,000-300,000 

Number 

8 

■ 10 

13 

16 

17 

Gross loss percentage 

.75 

1.59 

5 86 

3.95 

5 39 

Net loss percentage 

—2.25 

-.48 

3.82 

2 59 

-1.37 

$300,000-500,000 

Number 

5 

5 

5 

5 

7 

Gross loss percentage 

12 54 

7.42 

11.37 

4.72 

1 70 

Net loss percentage 

3 73 

1 95 

9.95 

1.18 

.50 

$500,000-1,000,000 

Number 

4 

3 

4 

3 

2 

Gross loss percentage 

5.93 

1.60 

7.84 

10.47 

8.49 

Net loss percentage 

-.60 

-3.83 

-1.41 

10.01 

.94 

$1,000,000 & over 

Number 

3 

4 

4 

5 

5 

Gross loss percentage 

4.05 

7,03 

7 99 

8 21 

5.44 

Net loss percentage 

2 33 

4 78 

5.72 

6 32 

1.76 

All Companies 

Number 

60 

62 

63 

69 

71 

Gross loss percentage 

4.00 

5 25 

7 11 

7.37 

5.64 

Net loss percentage 

1 93 

2 52 

3.86 

5.48 

2 36 


•Based on data supplied by the Federal Deposit Insurance Corporation. 
Figure on gross loss represents the year’s volume of chaige-offs on assets 
other than loans, losses on assets sold or exchanged (mainly investment se- 
curities) and additions to valuation allowances, in percent of total securities 
owned at the end of the year. Figure on net loss represents gross losses 
minus recoveries on charge-offs of assets other than loans, profits on assets 
sold or exchanged and reductions in valuation allowances, in percent of 
same total. 

b As measured by total equity account (capital, surplus and undivided profits). 
Each level is inclusive of the lower figure and exclusive of the higher, 
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period. These figures show a record of collection experience 
quite different from that indicated in Table 22. With only 
two or three exceptions the smaller companies — all those 
having less than $300,000 in equity funds — had in all five 
years lower than average loss percentages on assets other than 
loans, both gross and net. The $300,000-1,000,000 companies 
show a very inconsistent record, and those of $1,000,000 
and over were above average in all years except 1938. The 
type of loss covered in this table has greater significance 
for the group of insured companies than for most industrial 
banking companies, because the former have a larger pro- 
portion of their total assets invested in securities. 

Table 24 provides, in regard to loans and all other assets, 
a comparison of the loss experience of three groups of in- 
stitutions: insured industrial banking companies; insured 
commercial banks, not members of the Federal Reserve Sys- 
tem, that have deposits of $2,000,000 or less; and all insured 
non-member commercial banks. The comparison of the first 
two groups is particularly important because the banking 
institutions they comprise are of about the same size and 
operate under similar legal conditions. The table reveals 
that of these two groups the industrial banking companies 
had — in every year except 1938, when there was very little 
difference — the lower net losses on loans (losses per $100 
of total assets). In regard to net losses on assets other than 
loans the comparative experience of these two types of in- 
stitutions was not so consistent. As for the group of smaller 
commercial banks in comparison with the entire group of 
insured non-member commercial banks, their total losses, 
both gross and net, were roughly similar in all years except 
1935, when the smaller banks had substantially higher 
losses, per $100 of total assets, than were experienced by 
the entire group. 

The importance of losses in relation to total expenses is 
indicated in Table 25, for insured industrial banking com- 
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panies o£ different sizes. On the whole, in each year of the 
period 1934-38, the ratio of losses to total expenses declined 
from the smallest companies to a low for those in the $300,000- 
500,000 size group (size measured by equity funds); the largest 
companies had the highest ratio in all years except 1938. In 
1936-38 the ratios of the smallest companies were about as 
low as those of die $300,000-500,000 group, and in 1938 that 
of the companies with equity funds of $1,000,000 or over was 
approximately average. Except for these latter companies, 
losses on loans were far higher, during 1934-35, than those on 
other assets; after 1935 the differences between these two 
sources of expense were less conspicuous, in several instances 
the losses on loans even amounting to less than those on assets 
other than loans. In general, this table indicates very clearly 
that while losses may represent a relatively small proportion 
of the total volume of business handled, they are far from 
negligible as an element of expense, and that they might, 
if not kept at low levels, seriously impair a company’s 
profitability. 

* For industrial banking companies based on data supplied by the Federal 
Deposit Insurance Corporation. For commercial banks based on Federal De- 
posit Insurance Corporation, Annual Report, for the respective years, as 
follows: 1934, pp. 198 and 238; 1935, pp. 176 and 200, 1936, p. 168; 1937, p. 
146, 1938, p. 218. For 1934 and 1935 data on banks with deposits of $2,000,000 
or less had to be estimated, because in these years the number of banks in 
the various size groups that reported on losses differed from the number 
that reported on total assets. Estimates were derived by calculating, for each 
size group up to $2,000,000, the average loss for banks reporting on losses, 
and multiplying by the number of banks in that size group that reported 
on assets, the sums of the totals thus obtained were then related to the 
total assets of all banks having deposits of $2,000,000 or less. Data on com- 
mercial banks pertain only to those banks that were in operation during 
the entire year 

11 Gross charge-offs, losses on assets sold or exchanged and additions to valu- 
ation allowances. 

c Gross losses minus recoveries on charge-offs, profits on assets sold or ex- 
changed and reductions in valuation allowances. 

"Mainly investment securities. 

'Represents number of banks reporting on losses, 7,300 banks reported on 
1 Represents number of banks reporting on losses, 7,275 banks reported on 
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TABLE 25 


Total Gross Losses of Insured Industrial Bank- 
ing Companies in Percent of Total Expenses, 1934 - 
38 , by Size of Company* 


Size of Company b 

1934 

1935 

1936 

1937 

1938 

Under $ 100,000 






Losses on loans 

16.9 

16 0 

8.2 

4 5 

6 0 

All other losses 

6.1 

3.2 

6 5 

6.6 

4 6 

Total 

23.0 

19.2 

14.7 

11.1 

10.6 

$100,000-200,000 






Losses on loans 

18 8 

12 8 

11.6 

8 1 

9.8 

All other losses 

3.7 

6.1 

8 1 

9.9 

16 0 

Total 

22 5 

18.9 

19.7 

18 0 

25 8 

$200,000-300,000 






Losses on loans 

20.0 

14 8 

9 0 

10 2 

12 9 

All other losses 

.6 

1.6 

8.4 

6 1 

4 2 

Total 

20.6 

16 4 

17.4 

16.3 

17.1 

$300,000-500,000 






Losses on loans 

8.2 

7.0 

8 6 

8.8 

7 3 

All other losses 

5 6 

2 8 

4.1 

1 9 

3 7 

Total 

13.8 

9 8 

12 7 

10.7 

11.0 

$500,000-1,000,000 






Losses on loans 

13.2 

9.5 

9.1 

7 4 

6.5 

All other losses 

4 6 

1 3 

5.3 

8.8 

2.3 

Total 

17 8 

10 8 

14.4 

16 2 

8.8 

$1,000,000 and over 






Losses on loans 

15 6 

13.5 

11.1 

7.7 

6 9 

AH other losses 

12 4 

11 4 

13.8 

12 4 

8.5 

Total 

28.0 

24.9 

24.9 

20.1 

15.4 

All Companies 






Losses on loans 

15 4 

12.5 

10.3 

8 0 

8.2 

All other losses 

8 3 

7.3 

10 1 

10.1 

8.0 

Total 

23.7 

19 8 

20.4 

18 1 

16.2 


•Based on data supplied by the Federal Deposit Insurance Corpoiation. 
Total gross losses comprise gross charge-oils, losses on assets sold or ex- 
changed and addition to valuation allowances. Total expenses comprise total 
gross losses plus total current operating expenses. The dollar volumes o£ these 
companies’ total expenses are given in Table 44, pp. 156-57. 
b As measured by total equity account (capital, surplus and undivided profits). 
Each level is inclusive of the lower figure and exclusive of the higher. 
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In its formulation of a credit policy an industrial banking 
company strives, first, to acquire a body of loans sufficiently 
large to assure effective utilization of its lending capacity, 
and, second, to select these loans so carefully that credit losses 
may be kept at a minimum. The problem of attaining these 
ends is complicated by the fact that loans are relatively 
small, so that decisions concerning a large number of bor- 
rowers are constantly to be made, and also by the fact that 
the decisions must be reached speedily. Credits, in such 
circumstances, must be passed within about twenty-four 
hours; on the other hand, bad-debt losses must be kept down 
to something like 1 percent of the volume of all loans made. 

Except in regard to a loan secured by a savings passbook, 
no company can tell with certainty whether a borrower will 
pay his obligation promptly and in full or will involve the 
company in collection difficulties. Potential collection ex- 
pense is thus expressed in terms of probabilities: a credit 
officer will reject an application of a given type if it appears 
to him, on the basis of whatever experience, fact and intui- 
tive perception he can bring to bear on the situation, that 
the probable expense to be incurred is greater than the 
probable gross income to be earned on the loan. 

When a borrower is an old customer with a tested credit 
record the problem of risk selection is greatly simplified, but 
with newcomers, whether customers or comakers, the credit 
officer’s information is likely to be relatively incomplete 
and his responsibilities are augmented accordingly. Like 
other consumer credit agencies, the industrial banking com- 
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party requires each loan applicant to fill out a form which 
provides information about himself, the loan he desires, and 
his comaker or whatever other security he offers. The same 
type of information, though less exhaustive in detail, is 
usually required of the comaker. This information is sought 
presumably because it provides either directly or indirectly 
certain facts concerning the borrower’s characteristics — 
moral, personal, vocational and financial — which enable the 
credit officer to gauge what the payment record will proba- 
bly be. 

The moral characteristics of a borrower, or his willingness 
to pay, are indicated principally by his past payment record; 
his personal characteristics by age, sex, marital status, num- 
ber of dependents and permanence of residence; his voca- 
tional characteristics by the industry in which he is 
employed, his position in that industry and the permanence 
of his employment; and his financial status by his income 
and by whatever information can be assembled as to his 
assets and liabilities. Other factors to be considered are the 
relation between the amount of the loan and the applicant’s 
income, the use he intends to make of the funds, and the 
kind and quality of security he can provide to protect the 
loan. All of these factors are necessarily interrelated, and 
from the credit officer’s point of view they are all to be 
weighed and considered in combination. 

The present chapter attempts by statistical methods to as- 
certain the significance, as indicators of credit risk, of these 
various kinds of information supplied by customers of in- 
dustrial banking companies. 

PROCEDURE IN THE ANALYSIS OF CREDIT 
RISK 


The data used in the preparation of this study were tran- 
scribed from a sample of 1,322 applications for loans which 
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were granted by 2 large Morris Plan banking companies 
and by 8 other industrial banking companies. The con- 
tributing institutions were asked to provide random samples 
of “good” and “bad” loans. Good loans were defined as those 
which paid out without collection difficulty, m other words, 
loans to borrowers who, on the basis of their payment record, 
would readily be granted another loan. Bad loans were held 
to be those which culminated in default, or involved legal 
action for collection, with the result that the borrower’s 
record would clearly not warrant the extension of another 
loan. 

The selection of the random samples was subject to only 
two conditions: first, that die good and bad loans should 
have been made within the same period of time; and sec- 
ond, that their distributions over that period should have 
been nearly identical. Although there is no certainty that the 
drawing was actually random m the strict sense of the term, 
the conclusions must necessarily be based on the assump- 
tion that it was. The information transcribed from the loan 
application blanks pertained only to financial, persona} and 
vocational factors. Since no data were taken on the so-called 
moral factors affecting credit risk — past payment record, 
legal actions in which the applicant had been involved, the 
quality of references given, and the like — it has been im- 
possible to estimate directly the statistical relevance of such 
information. Indications of moral risk may be inferred from 
the data only in so far as they are suggested by such charac- 
teristics as permanence of residence and occupation. 

The data obtained from loan application blanks are pre- 
sented here in the form of tables giving the distributions 
of the good-loan and bad-loan samples according to the 
several characteristics of the borrowers. These tabulations 
not only indicate the relative significance of these various 
factors as indicators of credit risk, but also provide the best 
available description of the characteristics of the market for 
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industrial loans. In this latter connection only the distribu- 
tions of the good-loan sample are relevant, for the great 
majority of industrial banking company’s customers do 
liquidate their obligations as scheduled. 

The good-loan and bad-loan samples used in this analysis 
are almost equal in size. Thus the former constitutes a much 
smaller proportion than the latter of the total group of 
borrowers which it represents. This fact does not, however, 
detract from the representativeness of the samples, which is 
conditioned by the absolute number of cases that each con- 
tains, and not by this number’s ratio to the whole body of 
comparable loans. 

It is essential m an analysis of this kind to introduce cer- 
tain checks against sampling errors. The main problem is 
to determine whether, for any particular borrower charac- 
teristic, the difference between the distributions of the two 
samples is a real difference between good and bad loans, 
taken as a whole, or is merely die result of sampling error. 
In the present study the chi-square test of statistical signifi- 
cance has been used for this purpose. 1 

In each of the tables in this chapter variation in risk ex- 
perience among different borrower classes is measured by 
what is termed an “index of bad-loan experience.” This 
index is the ratio of the percentage of bad loans in any class 
to the percentage of good loans in the same class. In any 
particular table the ratio, or index, for all classes combined 
would be 1 (100 percent to 100 percent); thus a ratio of 
more than 1 for any class indicates that loans made to bor- 
rowers in that class are worse-than-average risks, and a ratio 
of less than 1 indicates that such loans are better-than- 
average risks. 

The loans to which this analysis applies have been di- 

U 1 percent standard of statistical significance has been used. For a more 
detailed discussion of the chi-square test see National Bureau of Economic 
Research (Financial Research Program), Commercial Hanks and Consumer 
Instalment Credit, by John M. Chapman and Associates (1940) pp. 114-15. 
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vided into three groups, according to the source o£ the data. 
On one group, Sample A, information was supplied by an 
industrial banking company in a metropolitan center of the 
Middle Atlantic region; on another. Sample B, the data 
came from a large industrial banking company in the South 
Atlantic region; the third group, Sample C, is a combina- 
tion of eight small samples submitted by relatively small 
companies operating in as many different cities and seven 
states. In each of the tables figures are also given for the 
three samples combined; this is the only grouping for which 
the index of bad-loan experience is computed. 

Two main qualifications should be mentioned in regard 
to the following analysis. In the first place, the loan samples, 
both good and bad, pertain of necessity only to persons 
whose loan applications have been approved, and therefore 
the data cannot be regarded as indicating anything about 
the various characteristics of loan applicants as a whole. 
In the second place, it cannot be concluded that it is un- 
wise to make loans to all persons within any particular class 
that shows a considerably worse-than-average index of bad- 
loan experience. It is obvious that such a policy would 
eliminate some desirable as well as some undesirable bor- 
rowers, for no class is so bad that it contains only defaulting 
customers. In a sample of good loans only 2 percent of the 
borrowers might be in the age group of 21-25 years, and in 
a sample of bad loans 15 percent; but if all applicants of this 
age were rejected, while in the total group of applicants the 
good might be expected to outnumber the bad by 100 to 1, 
there would be 1 3 times as many good loans as bad loans re- 
fused. 

The difference between the percentages of bad loans and 
the percentages of good loans in the entire group of classes 
containing worse-than-average risks — a difference which is 
equal to that between the percentages of good and bad loans 
in the average and better-than-average group of classes — is 
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the “index of distribution difference.” This index measures 
the relative efficiency of each borrower characteristic as an 
indicator of credit risk. If the index is 100 the better-than- 
average group contains all the good loans and the worse- 
than-average all the bad loans, while if the index is 0 the 
good and bad loans have exactly the same distribution among 
the various classes. If the index is 100 rejection of loan ap- 
plications in the worse-than-average classes would eliminate 
only bad loans, while if the index is 0, elimination of loans 
in any class would mean the rejection of equal percentages 
of good and of bad; but since good loans heavily outweigh 
the bad, such a procedure would result in the elimination 
of a much larger number of good than of bad loans. The 
closer the index of distribution difference stands to 100, 
the greater is the difference between the percentage of bad 
loans and the percentage of good loans that would be 
eliminated if a worse-than-average class were rejected. 

BORROWER CHARACTERISTICS AS FACTORS 
IN CREDIT RISK 

Personal Characteristics 

As already noted, the samples of good and bad loans pro- 
vide data on the following personal characteristics of bor- 
rowers: age, sex, marital status, number of dependents and 
duration of residence. Percentage distributions of the sam- 
ples according to these five characteristics, and indices of 
bad-loan experience for each factor, are presented in Tables 
26, 27, 28 and 29. 

Table 26 indicates that a somewhat higher proportion 
of bad-loan than of good-loan borrowers from industrial 
banking companies are under 40 years of age, and that a 
considerably higher proportion of good-loan than of bad- 
loan borrowers are over 60. The index of bad-loan experi- 
ence increases fairly consistently from 0.43 for this latter age 
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TABLE 27 

Percentage Distribution of Good-Loan and Bad- 
Loan Samples, by Marital Status and Sex of 
Borrower 11 


Sample 

Married 

Single 

Others b 

Total 

Number 

jf 

Men 

Women 

Men 

Women 

A Good 

59 5 

8.0 

12.7 

14.3 

5.5 

100.0 

237 

Bad 

62 4 

4.3 

23.5 

5.1 

4.7 

100.0 

234 

B Good 

51.1 

11 2 

9 1 

8 7 

19 9 

100.0 

241 

Bad 

56.1 

5 5 

9 7 

3 0 

25.7 

100.0 

237 

C Good 

72.4 

2.2 

10.8 

4.9 

9.7 

100.0 

185 

Bad 

70 2 

2.7 

16.5 

3.7 

6 9 

100.0 

188 

All Samples 








Good 

60.0 

7.5 

10.9 

9.7 

11 9 

100.0 

663 

Bad 

62.4 

4.2 

16.5 

4.0 

12 9 

100.0 

659 

Index of bad- 








loan experi- 








ence 

1 04 

.56 

1.51 

41 

1.08 

1 00 


Index of distri- 








bution differ- 








ence 






9.0 



* See footnotes to Table 26, p. 125. 

b Includes persons widowed, divorced, separated or not reporting. 


group to a high of 1.42 for borrowers between 21 and 25. 
This tendency is too marked to be attributed simply to 
errors in the drawing of the samples; also, it agrees in gen- 
eral with a tendency observed in regard to commercial bank 
personal loan borrowers. 2 It should be noted, however, that 
the apparent relation of borrower’s age to bad-loan experi- 
ence may be less a reflection of the direct effect of age on 
credit risk than of the indirect effect of other related factors 
such as occupation, income, marital status and the like. 

Table 27, which presents distributions of the loan sam- 

2 Ibid.., Table 27, p. 120. 
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pies according to the sex and marital status o£ borrowers, 
suggests that well over half of all borrowers are married men 
and that about one-tenth are single men, while the propor- 
tions of married and single female borrowers are on the whole 
about equal. Married men, as a group, seem to have an 
approximately average record on loan performance, as is 
indicated by their index of 1.04. Single men, on the other 
hand, have an index of 1.51, which is somewhat worse than 
average. The indices for women, both married and single, 
show that they are better-than-average risks. The variations 
displayed in Table 27 cannot be considered to reveal a 
marked difference in the credit records of married and single 
persons, but they are sufficient to indicate a significant dif- 
ference in credit experience on loans to men as compared 
with loans to women. This finding too is borne out by data 
on personal loans extended by commercial banks 8 The 
better-than-average risk experience for women as compared 
with men may be attributable, however, to certain voca- 
tional characteristics of women borrowers. As will be shown 
below, credit experience on loans to wage-earners is worse 
than aveiage, and the fact that lew women borrowers are 
found in this class serves as a partial explanation of the find- 
ings drawn from Table 27. 

It appears from Table 28 that the number of a borrower’s 
dependents bears no significant relation to credit risk ex- 
perience, and data on personal loans extended by commer- 
cial banks point to the same conclusion. 4 This does not 
mean, however, that the number of a person’s dependents is 
a factor that can be ignored in selecting credit risks. Rather, 
it suggests that credit officials, in deciding upon applications 
for loans, give this factor sufficient consideration to make 
it relatively insignificant as an autonomous criterion. 

« Table 28, p. 121. 

•■Ibid, Table 29, p. 122. 
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TABLE 28 

Percentage Distribution of Good-Loan and Bad- 
Loan Samples, by Number of Borrower’s De- 
pendents 1 


Sample 


Number of Dependents 


Number of Loans 

None 

One 

Two 

Three 


Total 

mg 

Not 

Report- 

ing 

A Good 

28.1 

28.5 

17.5 

16 7 

9 2 

100 0 

228 

9 

Bad 

31.4 

27.0 

17 7 

15 5 

8 4 

100.0 

226 

8 

B Good 

30 6 

34 4 

14 8 

9.3 

10.9 

100.0 

183 

58 

Bad 

28 6 

31 5 

19.1 

12.9 

7.9 

100 0 

178 

59 

C Good 

12 1 

34.2 

28 2 

15.4 

10.1 

100.0 

149 

36 

Bad 

13.6 

28.6 

21.4 

22.8 

13 6 

100.0 

154 

34 

Aix Samples 









Good 

24.6 

32.0 

19.5 

13 9 

10.0 

100 0 

560 

103 

Bad 

25.6 

28 8 

19 2 

16 7 

9 7 

100.0 

558 

101 

Index of bad- 









loan experi- 









ence 

1 04 

90 

.98 

1 20 

.97 

1.00 



Index of distri- 









bution differ- 









ence 






3 8 




• See footnotes to Table 26, p. 125. 


Table 29 indicates that the great majority of borrowers 
have lived at least 3 years in the same place. In Samples B 
and C only a handful of borrowers reported a residence of 
less than 3 years, and while it may be assumed that some 
proportion of the relatively high numbers not reporting 
at all on this item would fall in these classes of shorter 
residence, it is most unlikely that there would be enough 
to contradict the pattern noted here. It is not clear from 
an examination of the loan data whether the number of 
years given refers to length of residence in the same city or 
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at the same address, but it is obviously safe to assume the 
former meaning. Thus the distributions of all three samples 
indicate that persons who have resided 10 years or more 
in the same city are better-than-average risks. This con- 
clusion too might have to be modified if information were 
available from the non-reporting borrowers, but that it is 
fairly reliable is suggested by the fact that also in an analysis 
of commercial bank personal loan customers the index of bad- 
loan experience was found to vary inversely with duration of 
residence. 5 

Vocational Characteristics 

The data on vocation which the samples make available for 
analysis pertain to the nature of the borrower's occupation, 
the industry in which he is employed and the permanence 
of his occupational status. Such factors are, of course, like 
personal, moral and financial characteristics of industrial 
banking company borrowers, closely interrelated with other 
borrower data. 

Certain difficulties are encountered in attempting to class- 
ify these loan samples according to the borrower’s occupa- 
tional and industrial status. In many instances this 
information is not reported on the loan application blank 
and in other cases the statements are ambiguous. Some of 
the loans carrying an ambiguous statement can be assigned 
to particular classes, but in general the meagerness of in- 
formation leads to the assignment of a relatively large pro- 
portion of the loans to a miscellaneous category. Moreover, 
since the total sample of loans is small it is necessary to 
classify borrowers into relatively few, and therefore not very 
specific, industrial and occupational groups. 

The occupational distribution of the samples, presented 
in Table 30, indicates that clerical and wage-earning groups 
provide the majority of industrial banking company bor- 
s Ibid., Table 30, p. 122. 
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rowers, each of these occupations accounting for about BO 
percent of the total number of borrowers in these samples. 
In 1935-36, according to estimates of the National Resources 
Planning Board, wage-earners constituted 52.9 percent of 
the entire non-farm population, and clerical workers 20.3 
percent. 0 Thus the industrial banking companies covered in 
these samples appear to have a larger proportion of clerical 
workers in their total group of borrowers, and a considerably 
lower proportion of wage-earners, than is characteristic of 
the total non-farm population. 

The indices of bad-loan experience suggest that the pro- 
fessional class, the clerical class of typists, stenographers, 
accountants and other office workers, and the group of mis- 
cellaneous occupations are better-than-average risks, and that 
the clerical group of outside salesmen and commercial rep- 
resentatives is a substantially worse-than-average credit risk; 
wage-earners other than skilled laborers are also worse than 
average, though less notably. The other classes — skilled labor, 
managers and officials, proprietors and the clerical workers as 
a unit group — appear to have about an average record of loan 
performance. Comparable analysis of commercial bank per- 
sonal loan samples confirms these findings, on the whole. 7 

In Table 31, which presents distributions of the samples 
according to the borrower’s industrial affiliation, it has been 
necessary to assign an even greater proportion of the loans 
to the category of miscellaneous. Public service, with an 
index of 0.47, is the only industrial group which this analysis 
indicates as consisting of substantially better-than-average 
risks. The group of miscellaneous transportation workers, 
with an index of 2.21, has a credit standing that is much 
worse than average. Other industrial classes which are rela- 
tively important, in terms of their ratios to the total numbers 

6 National Resources Planning Board, Consumer Incomes tn the United States 
(1938) Table 10B, p. 97. 
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in the sample — for example, manufacturing, trade and the 
miscellaneous group — are all nearly average-risk groups. 

Table 32 gives the percentage distributions of the good 
and bad loans in the various samples according to the num- 
ber of years the borrower has been employed in his present 
position. This tabulation suggests about the same conclusions 
as did Table 29, on duration of residence; it conforms also 
with findings derived from commercial bank personal loan 
samples. 8 Borrowers whose tenure of employment is 10 years 
or more appear to be notably better-than-average risks, their 
index of bad-loan experience being only 0.53; from that level 
the index rises consistently to 2.24 for those employed in 
their present positions for less than a year. The interdepend- 
ence of different borrower characteristics is well illustrated 
by duration of employment: younger persons tend to fall in 
the shorter tenure groups, and older persons in the longer 
tenure groups, and, as was shown in Table 26, younger 
borrowers have a considerably worse record of loan per- 
formance than older borrowers. 

Financial Characteristics 

Distribution of the loans according to borrower income, 
shown in Table 33, reveals marked differences in the three 
individual samples. In Sample A only 3 percent, while in 
Samples B and C nearly one-fourth, of the borrowers had 
incomes of less than $1200 a year. More than 80 percent 
of the borrowers in Samples B and C had incomes of less than 
$2400, while well under half of those in Sample A were 
in this class. It might be noted also that Sample A borrowers, 
in contrast to those in Samples B and C, are fairly evenly 
distributed through the higher income levels. 

The income-level variation of the index of bad-loan ex- 
perience is not statistically significant. This is the same con- 
clusion as that drawn from an analysis of commercial bank 
8 Ibid., Table 33, p. 127. 
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personal loans, 9 but it is contrary to the findings arrived at 
in studies of personal finance company and sales finance 
company credit experience. 10 An important reason for the 
smaller significance of borrower’s income in analyses of 
banking credit experience is the fact that banking institu- 
tions, in contrast to personal finance companies, extend the 
great majority of their personal loans on comaker or single- 
name notes, without collateral security; sales finance com- 
panies, of course, deal almost entirely in retail instalment 
credit, for which the commodity purchased serves as security. 
Thus the banking institutions are constrained to give greater 
emphasis to the applicant’s financial position, and it may be 
assumed that risk selection at the time of application elimi- 
nates the most questionable cases. Factors that indicate the 
stability of income — such as the nature of a borrower’s occu- 
pation and the duration of his employment — are therefore 
revealed as more significant criteria for an analysis of actual 
experience than is income itself. 

In view of the differences in the income distributions of 
the three individual samples it is not surprising to find, in 
Table 34, substantial variations also in regard to size of 
loan. Sample A, which has the smallest percentage of low- 
income borrowers, has also the smallest percentage of loans 
amounting to less than $100. The indices of bad-loan ex- 
perience do not reveal a significant relationship between 
size of loan and credit risk, except perhaps for loans of less 
than $100, which seem to be associated with a worse-than- 
average credit experience. This result accords with that 
found for commercial bank personal loans, 11 but it is at 
variance with the finding in regard to personal finance com- 

9 Ibid., Table 34, p. 128. 

19 National Buieau o£ Economic Research (Financial Research Program), 
Personal Finance Companies and Their Credit Practices, by Ralph A. Young 
and Associates (1940) pp. 96-99, and Sales Finance Companies and Their 
Credit Practices, by W. C. Plummer and R. A. Young (1940) pp 180-83. 

11 John M. Chapman and Associates, op. cit.. Table 37, p. 133. 
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pany credit risk. 12 In the latter study it was found that credit 
experience is best on loans of less than $100 and progres- 
sively worse on loans of larger size, except those of $300. 

The relationship between the amount of a loan and the 
borrower’s income might be expected to be of some signifi- 
cance as an indicator of credit risk, but Table 35 does not 
bear out this hypothesis. It appears, indeed, that the best 
credit experience is associated with loans that amount to 
20 percent or more of borrower’s income. These findings 
do not mean, however, that the note-to-income ratio may 
be disregarded. What was pointed out in regard to income 
and number of dependents seems to be true here too: in the 
original selection of borrowers this factor was given sufficient 
weight to make it relatively insignificant as an explanation 
of actual credit losses. That a fairly conservative credit policy 
was followed is evident also from the fact that roughly 
three-fourths of the borrowers received loans amounting to 
less than 15 percent of their income. 

Table 36 presents data on all the items of borrower assets 
and liabilities on which information was available from the 
samples. Each of the three asset items reported on — bank ac- 
count, life insurance and real estate — appears to be signifi- 
cantly related to credit experience, and this finding is con- 
firmed by the study of commercial bank personal loans. 18 
Samples A and C provide information on the borrower’s 
liability status with regard to other instalment accounts, but 
since the distributions of their good and bad loans are notice- 
ably dissimilar it is unlikely that any weight can be attached 
to this credit factor. Their composite index of bad-loan ex- 
perience does show that borrowers who were indebted on 
instalment accounts when they were granted their loans were 
worse-than-average risks, and that borrowers not so encum- 

12 Ralph A. Young and Associates, op. ctt., pp. 103-05. 

18 John M. Chapman and Associates, op. cit.. Table 36, p. 131. 
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bered were better-than-average risks, but the variation is not 
sufficiently marked to constitute an important finding. 


LOAN CHARACTERISTICS AS FACTORS IN 
CREDIT RISK 

Loan size as a possible risk factor has already been discussed 
in connection with the relation of income to credit experi- 
ence. There are other loan characteristics, however — type of 
security, length of contract and, less directly, intended use 
of funds — which are pertinent to an analysis of risk. 


TABLE 37 

Percentage Distribution of Good-Loan and Bad- 
Loan Samples, by Type of Security® 


Sample 

2r 

1 Co- 

2 Co- 
makers 

Co- 

makers 

Other b 

Total 

Plumber 

L°J 

A Good 

17 3 

11 8 

46.8 

24 1 


100 0 

237 

Bad 

18.0 

9.8 

48 3 

22.2 

1.7 

100.0 

234 

B Good 

11.6 

37.8 

40.2 

7.5 

2.9 

100 0 

241 

Bad 

12.7 

30 4 

33 3 

18.6 

5.0 

100 0 

237 

C Good 

14.1 

12 4 

56 8 

11 3 

5.4 

100.0 

185 

Bad 

1 1 

17.6 

48.9 

22.3 

10.1 

100 0 

188 

All Samples 








Good 

14.3 

21.4 

47.2 

14.5 

2.6 

100.0 

663 

Bad 

11.2 

19.4 

43.1 

21 0 

5 3 

100 0 

659 

Index of bad- 








loan experi- 

.78 

.91 

.91 

1.45 

2 04 

1.00 


Index of distri- 








bution differ- 






9 2 



1 See footnotes to Table 26, p. 125. 

' Includes those not reporting on type of security. 
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Table 37 shows that in Samples A and B single-name notes 
appeared in the good- and bad-loan groups with about equal 
frequency, and that in Sample C they appeared much more 
frequently m the good-loan than in the bad-loan group. This 
finding is particularly interesting in view of the current 
tendency for industrial banking companies to increase the 
proportion of their total loans extended on the sole security 
of the maker’s name. 14 It would appear that when such loans 
are made, sufficient care is taken in the choice of risks to 
yield an average, or even a much better-than-average, credit 
experience, With regard to comaker notes all that can be 
said on the basis of the present samples is that loans secured 
by one or two comakers constitute the bulk of the loans in 
each individual sample, and that credit experience tends to 
become worse as the number of comakers increases. These 
general findings are confirmed by the study of commercial 
bank personal loans. 15 

Table 38 presents a distribution of the samples according 
to the number of months allowed for repayment. Notes con- 
tracted to run for 12 months account for practically all of 
the loans in Sample A and for about 75 percent of the loans 
in the three samples combined. Analysis of the data in this 
table reveals no significant relation between credit experi- 
ence and contractual maturity. 

It is customary to require a borrower to indicate on his 
application the use to which the proceeds of the loan are 
to be put. It is difficult, however, to make a satisfactory clas- 
sification of loans according to this characteristic, because 
borrowers’ statements as to the intended use of the funds 
may be unreliable and are often ambiguous. Also, in many 

11 In some cases single-name notes are "husband and wife” notes. The basic 
characteristic of the "single-name” loan is that it is secured by the name of 
only one income-earner. 

is John M. Chapman and Associates, op tit.. Table 38, p. 134. 
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TABLE 38 

Percentage Distribution of Good-Loan and Bad- 
Loan Samples, by Length of Loan Contract 0 




Length of Contract 


Number of Loans 

Sample 

1-6 

7-11 

12 

Mos. 

13-17 

Mos. 

17 

Total 

Report- 

ing 

Not 

Report- 

ing 

A Good 


4 

99 2 

4 


100 0 

237 


Bad 

1 7 


97 9 

4 


100.0 

231 

3 

B Good 

7.5 

11.6 

61 0 

6 6 

13 3 

100 0 

241 


Bad 

7 0 

13 2 

52 6 

10 5 

16.7 

100.0 

228 

9 

C Good 

3 4 

19 2 

64 4 

2 3 

10 7 

100.0 

177 

8 

Bad 

5 6 

10 1 

71.4 

1 7 

11 2 

100 0 

178 

10 

All Samples 









Good 

3 7 

9.6 

75 7 

3 2 

7 8 

100 0 

655 

8 

Bad 

4.7 

7.5 

74.3 

4.4 

9.1 

100 0 

637 

22 

Index of bad- 









perience 

1 27 

78 

98 

1 38 

1 17 

1 00 



Index of dis- 









tribution 

difference 






3.5 




* See footnotes to Table 26, p. 126 


instances the loan is applied to several different purposes. 
Thus the classification in Table 39 is not to be taken too 
literally. From the data here presented it seems that loans to 
finance tax payments result in the best credit experience, 
and that loans to pay for the purchase of clothes result in 
the worst experience. Loans in these two categories, however, 
account for very small proportions of the total number. For 
the classes containing the largest percentage of cases — the 
refinancing of bills and miscellaneous uses — credit experi- 
ence appears to be about average. 
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Income, Expenses, Profits 


As was shown in an earlier chapter, the functions performed 
by industrial banking companies have had a marked effect 
upon the financial structure of these institutions. In the rec- 
ord of their income, expenses and profitability, their func- 
tional character is reflected even more sharply. 

INCOME 

The income of industrial banking companies, like that of 
other consumer credit agencies, is derived mainly from in- 
terest and discounts on loans. Other sources of income are 
interest and dividends on securities, delinquency charges, in- 
surance commissions, recoveries on loans previously charged 
off, profits on sales of securities, interest on bank deposits, 
rents and miscellaneous minor items. These sources vary in 
importance, of course, with the nature and diversity of opera- 
tions of a given company; a firm engaged in what is in effect 
a general banking business will draw its income from a wide 
variety of sources, while a company which concentrates upon 
a straight consumer loan business will have a correspond- 
ingly less complicated income structure. 

The relative significance of the different income sources 
is evidenced by several collections of data. Information col- 
lected by the North Carolina Banking Department, pertain- 
ing to industrial banking companies in that state, both 
Morris Plan and others, is presented in Table 40. These data 
cover a relatively small group of companies but they serve 
to indicate that interest and discounts on loans are of pre- 
146 
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TABLE 40 


Percentage Distribution of Total Income of 
North Carolina Industrial Banking Companies, 
1928-38, By Source of Income 11 


Year 

Number 
of Com- 



Source of Income 



Interest 
and Dis- 
counts on 

Interest 
and Divi- 
dends on 
Securities 

Other 

Current 

Operating 

Earnings 

Recover- 

Profits on 

Sold b 

Total' 

1928 

48 

77.8 

2 

21 6 

4 

100 0 % $1,638 

1929 

45 

85.2 

.2 

13.5 

1.1 

100 0 

1,619 

1930 

41 

82.7 

3 

15.3 

1.7 

100 0 

1,644 

1931 

40 

78 9 

.3 

19 5 

1 3 

100.0 

1,697 

1932 

43 

66 6 

1 0 

31 1 

1 3 

100 0 

1,286 

1933 

33 

70 4 

2 0 

24 8 

2.8 

100.0 

800 

1934 

30 

67.1 

2 8 

27.2 

2.9 

100,0 

873 

1935 

29 

63.9 

3.7 

28 1 

4 3 

100 0 

1,020 

1936 

29 

65 8 

3 1 

24.5 

6 6 

100 0 

1,182 

1937 

32 

67 0 

2 8 

26.0 

4.2 

100 0 

1,348 

1938 

33 

71.1 

2.0 

23 1 

3.8 

100.0 

1,461 


‘Based on Reports of the Condition of the State Banks, State o£ North 
Carolina, Banking Department. 
s Includes reductions in valuation allowances. 

'Dollar figures in thousands. 


dominant importance as a source of income. Year-to-year 
changes in the relative weight of this item during the period 
1928-38 show no consistent trend, and it may be that the 
changes heie revealed are traceable primarily to changes in 
the composition of the group of companies for which reports 
are available. 

The significance of interest and discounts as a source of 
income is revealed also by Table 41, based on reports made 
to the Federal Deposit Insurance Corporation by insured 
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industrial banking companies. From this table it appears that 
the size of the company, as measured by the total of capital, 
surplus and undivided profits, does not stand in any signifi- 
cant relationship to the percentage of income derived from 
interest and discounts on loans. 

An important difference between industrial banking com- 
panies and commercial banks is brought out by a comparison 
of the income structures of the two types of institutions. Data 
published by the Federal Deposit Insurance Corporation in- 
dicate that for insured commercial banks interest and dis- 
counts on loans varied between 31.0 and 38.1 percent of total 
income over the period 1934-38. 1 Table 41, however, shows 
that for insured industrial banking companies this propor- 
tion was about twice as high during the same period. This 
divergepce between the two types of institutions reflects dif- 
ferences in both asset structure and investment policy; as 
was noted in Chapter 3, industrial banking companies keep 
a much larger proportion of their total assets in loans and 
discounts than do commercial banks. 

A final collection of data on sources of income is pre- 
sented in Table 42, in regard to three separate groups of 
companies: Indiana industrial banking companies of the in- 
vestment type; a mixed group of companies reporting to the 
American Industrial Bankers Association, and companies re- 
porting to the Morris Plan Bankers Association. Again in- 
terest and discounts are seen to constitute the chief source of 
income, amounting in 1937 to approximately 75 percent of 
the total income of these companies. 

The three tables here presented show also the relative un- 
importance, as a source of income, of interest and dividends 
on securities. In 1935, when the North Carolina industrial 
banking companies represented in Table 40 received a higher 
proportion of their total income from this source than in 

1 Federal Deposit Insurance Corporation, Annual Report, for the year ended 
•December 31, 1938, Table 137, pp. 212-13. 



INCOME, EXPENSES, PROFITS 


l 5 : 


TABLE 42 

Percentage Distribution of Total Income of In- 
dustrial Banking Companies Reporting to the 
American Industrial Bankers Association, 1936-37, 
to the Morris Plan Bankers Association, 1937, 
and to the Indiana Banking Department, 1937, 
by Source of Income 


■ Souice of Income 

Members of 

AIBA » 

Members of 
Moms Rian 

Indiana 

Banking 
Companies ° 


1936 

1937 

sociatton b 

Interest and discounts on 
loans 

74 7 

73.3 

75.6 

78.7 

Fees and charges 

15.4 

13 1 

13.2 

d 

Delinquency charges 

1 0 

5 1 

1.5 

1.7 

Insurance commissions 

1 6 

1 4 

d 

2.4 

Interest and dividends on 
securities 

0.2 

0 8 

a 

3.3 

Interest on bank balances 


d 

4 

.1 

Rent received 

2 0» 

0 9“ 

<* 

2.1 

Recoveries on loans 

4 1 

3.2 

4 

3.7 

Profits on assets sold or 
exchanged 

a 

a 

a 

.2 

Other income 

1.0 

2.2 

9.7 

7.8 

Total* 

100.0% 

100.0% 

100.0% 

100 0% 


$2,201 

$1,953 

* 

$ 603 

Number of companies 

47 

37 

h 

8 


“Based on data supplied by the American Industrial Bankers Association, 
coven ng both investment and non-investment types of institutions. 

6 Based on data supplied by the Morris Plan Bankers Association. 

0 Based on Annual Report of the Department of Financial Institutions of 
the State of Indiana, for the year ended June 30, 1938, p 89, data are for 
the calendar year 1937, and pertain to companies authorized to issue in- 
vestment certificates. 
a Not reported separately. 

• Reported as real estate income. 

* Dollar figures in thousands. 
e Total income not given. 

11 Data are for all reporting Morris Plan banking companies; the number 
reporting is not given in the statement of the Morris Plan Bankers Associ- 
ation, but it represents a majority of the companies. 
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any other year, the figure was only 3.7 percent, as compared 
with 0.2 percent in the low years 1928-29. After 1935 this 
source of income for the North Carolina companies declined 
gradually until it stood at 2.0 percent in 1938. Table 42 
shows a comparable low figure for Indiana industrial bank- 
ing companies in 1937, and still lower ones for members 
of the American Industrial Bankers Association; Morris Plan 
companies do not report this income source separately. Table 
41, covering insured companies — a group which generally 
holds a larger proportion of total assets in investment securi- 
ties — corroborates the evidence in Table 40 that in recent 
years interest and dividends on securities have tended to 
decline in relative importance as a source of income. The 
proportion represented by this item fell from 7.7 in 1934 to 
3.8 percent in 1938 for the entire group of companies; for 
the companies whose equity account was $1,000,000 or more 
the figure was well over average, and it tended to be lowest 
for the companies in the $200,000-1,000,000 groups. 

In regard to income from securities the insured industrial 
banking companies stand in significant contrast to the in- 
sured commercial banks. For the latter, according to reports 
made to the Federal Deposit Insurance Corporation, 2 invest- 
ment income varied between 26.7 and 30.4 percent of total 
income during these same years, and showed no consistent 
downward trend; it was lowest — 26.7 percent — in 1936, and 
rose considerably in 1937, though it fell again in 1938. For 
commercial banks the income arising from security invest- 
ments is nearly equal to the income from interest and dis- 
counts on loans, but for industrial banking companies this 
type of income is scarcely more than an incidental part of 
the earnings structure. 

A group of related items may be considered together as a 
third source of income: recoveries on loans or other assets 
previously charged off; profits from the sale or exchange of 

‘ Ibid., p. 212. 
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assets; and reductions in valuation allowances. Table 41 in- 
dicates that for insured industrial banking companies this 
composite source provided, for the group as a whole, about 
one-tenth of total income in 1934-36, and about 7 percent 
in 1937-38. These items too are considerably less important 
for insured industrial banking companies than for insured 
commercial banks. For the latter their significance in total 
income varied between 16 and 27 percent during the years 
1934-38, approximately three-fourths of this non-operating in- 
come originating in investment activity. 3 Year-to-year changes 
in the proportion of total income arising from recoveries 
on loans may indicate changes in economic conditions, re- 
flected in a new development in collection experience, but 
also they may merely indicate changes in managerial policy, 
reflected in the relative volume of charge-offs and subsequent 
recoveries. 

Chief among the other sources of industrial banking com- 
pany income are various charges and fees, and insurance com- 
missions. Income from property rented and interest on bank 
balances may also supply some incidental funds. The rela- 
tive importance of these items may be gauged from Table 
42, although these data should not be interpreted too lit- 
erally, for companies are likely to follow different procedures 
in classifying such sources of income. It seems clear, however, 
that insurance commissions and delinquency charges are but 
minor sources of income for industrial banking companies. 

On loans and discounts the ratio of earnings to total loan 
account, as contrasted to their ratio to total income, has 
tended to decline in recent years for those industrial banking 
companies whose deposits are insured by the Federal Deposit 
Insurance Corporation. In 1935 interest and discounts on 
loans, plus fees, commissions and charges, amounted for these 
companies to $9.38 per $100 of average loan account, but 

8 Ibid., p. 212. 
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this figure had fallen to $8.73 by 1938. 4 During this same 
period commercial bank income from loans remained fairly 
stable, in relation to average loan account, ranging from 
$5.75 per $100 in 1935 to $5.91 in 1938. B 

Also the average rate of income from security investments 
has tended to fall in recent years for insured industrial bank- 
ing companies, declining from $4.07 per $100 of securities 
owned in 1935 to $3.24 in 1938.® This rate has fallen too for 
insured commercial banks — from $3.51 per $100 of securities 
owned in 1935 to $3.27 in 1938. 7 

EXPENSES 

The main items of expense incurred by industrial banking 
companies are salaries and wages, interest paid on deposits 
and outstanding investment certificates, interest and dis- 
counts on borrowed money, losses resulting from the charg- 
ing off of defaulted loans and from the sale of assets, and 
taxes. 

Table 43, pertaining to the same group of North Carolina 
industrial banking companies, shows that salaries, wages and 
fees constituted (except in 1932) the greatest single item of 
expense during the years 1928-38, ranging from one-fifth to 
two-fifths of total expenses over this period; the proportion 
represented by this item decreased in the years 1928-32, and 
thereafter rose to a figure considerably beyond its 1928 level. 
Also for the group of insured industrial banking companies 
the proportion of expenses accounted for by salaries, wages 
and fees has increased in recent years; as can be seen from 

4 Computed from data provided by the Federal Deposit Insurance Cor- 
poration. 

5 Federal Deposit Insurance Corporation, Annual Report, for the year ended 
December 31, 1938, p 57. 

0 Computed from data provided by the Federal Deposit Insurance Cor- 
poration. 

1 Federal Deposit Insurance Corporation, Annual Report, for the year ended 
December 31, 1938, p. 57. 
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Table 44, it rose steadily from nearly 28 percent in 1934 to 
nearly 35 percent in 1938. Except in 1938, when they were 
about average, the companies whose equity account was 
$1,000,000 or more had the lowest proportion of expense 

TABLE 45 

Percentage Distribution of Total Expenses of 
Industrial Banking Companies Reporting to the 
Morris Plan Bankers Association and to the 
Indiana Banking Department, 1937, by Type of 
Expense 



Members of 

Indiana 

Type of Expense 



Bankers As - 

Banking 


sociation * 

Companies b 

Salaries and wages 

31.1 

31.9 

Director and loan committee fees 


1.8 

Interest on investment certificates) 

22 2 

21.3 

Interest on borrowed money / 

2 5 

Rent 

5.0 

4 3 

Advertising 

Auditing 

5.9 

6.8 

,6 

Taxes 

7.8 d 

8 7 

Losses on loans 1 


9.4 

Losses on securities sold / 


.1 

Credit information 

0 

.8 

Other expenses 

18.8 

11.8 

Total 0 

1 00 0% 

100 0% 

8 452 

Number of companies 

* 

8 


* Based on data supplied by the Morris Plan Bankers Association. 

1 Based on Annual Report of the Department of Financial Institutions of the 
State of Indiana, for the year ended June 30, 1938, p 89; data are for the 
calendar year 1937, and pertain to companies authoiized to issue investment 
certificates. 

0 Not reported separately. 
d Includes payments for licenses. 

* Dollar figure in thousands. 
f Total expenses not given. 

B Data are for all reporting Morris Plan banking companies; the number 
reporting is not given in the statement of the Morris Plan Bankers Asso- 
ciation, but it represents a majority of the companies. 
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for this item, and the $300,000-500,000 companies had the 
highest (again with the exception of 1938). These various 
findings as to the relative importance of salary expense are 
corroborated in Table 45 for Morris Plan companies and for 
industrial banking companies in Indiana. 

As for the firms reporting to the American Industrial 
Bankers Association, the data presented in Table 46 show 
that the proportion of expenses accounted for by salaries 
and wages does not differ significantly between the invest- 
ment and die non-investment institutions. In 1936 and 1937 
the figures reported by the AIBA members were very nearly 
the same as those shown for the same years for the other 
groups of companies discussed (with the single exception of 
the North Carolina companies, for which salaries represented 
a relatively larger item). 

The next most important expense item for industrial 
banking companies is the cost of borrowing money from 
banks or of obtaining funds from depositors or purchasers 
of investment certificates. Table 43 shows that for the North 
Carolina companies the two items, interest paid on deposits 
and interest paid on borrowings, varied widely in relation 
to total expenses over the eleven-year period. The former 
item tended to decline in relative importance from 1928 to 
1934, increased from 12 to 17 percent in 1935 and thereafter 
remained fairly constant; interest on borrowings decreased 
fairly steadily throughout the period, from 9 to 1 percent. 
This item represented a much smaller proportion for the 
group of insured companies, but for them too it declined in 
the period 1934-38 — from 1 to 0.3 percent, as shown in 
Table 44; for these companies interest on time and savings 
deposits remained fairly steady, at about one-fifth of total 
expenses. Size of institution seems to bear no significant re- 
lation to the relative importance of these expenses, except 
for the fact that in each of the years 1934-38 the companies 
of $1,000,000 or more in equity account reported the highest 
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TABLE 46 


Percentage Distribution of Total Expenses of 
Reporting Members of American Industrial 
Bankers Association, 1936-37, by Type of Expense” 



1936 

1936 

1937 

Type of Expense 

Investment 

Companies 11 

Non- 

Investment 

Companies 

All 

Companies 

All 

Companies 

Salaries 

29 0 

32 6 

30.0 

33 8 

Rent 

3.4 

5.9 

4 1 

3.9 

Advertising 

3.7 

2 9 

3 5 

3.7 

Interest on deposits, in- 
vestment certificates 

and bank loans 

20 2 

7 2° 

16.4 

18 3 

Interest on bonds and 
payments on preferred 

stock 

.9 

2.9 

1.5 

3.3 d 

Charge-offs and provi- 

sions for losses 

14 4 

15 2 

14 7 

10 8 

Insurance and bond 

premiums 

1.6 

1 8 

1 6 

1.8 

Provisions for taxes 

7 8 

10.8 

8 7 

8.4 

Other expenses 

19 0 

20.7 

19 5 

16.0 

Total 8 

100.0% 

$1,010 

100 0% 
$420 

100.0% 

$1,430 

100.0% 

$1,190 

Number of companies 

25 

21 

46 

34 


* Based on year-end data supplied by the American Industrial Bankers 
Association. 

b Investment companies are those companies that accept deposits or sell 
certificates. 

' Represents interest on bank loans only. 

11 Represents payments on preferred stock only. 

•Dollar figures in thousands 

percentage of total expense for interest on time and savings 
deposits. 

As was pointed out in Chapter 3, the acceptance of deposits 
and the sale of investment certificates constitute a major 
source of working funds for firms which can be classified as 
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industrial banking companies under the definition used in 
this volume. The value o£ this criterion is demonstrated in 
Table 46, in which companies reporting to the American 
Industrial Bankers Association are divided, for the year 1936, 
into two groups, investment and non-investment. The non- 
investment companies, of course, had no expenses for funds 
obtained from deposits and investment certificates. For pay- 
ments on bank borrowings, however, and on bonds and pre- 
ferred stock, they had a higher proportion of expense than 
did the group of investment companies. 

All industrial banking companies incur some expense on 
charged-off loans, and although in any one year charge-offs, 
net of recoveries, may amount to as little as 1 percent, 01 - 
even less, of the loans made during that year, it is not to be 
inferred that such losses are of negligible significance. Nor 
can the importance of such losses be measured solely by a 
computation of their relation to total expenses over a given 
period of time; a considerable proportion of wages and other 
expenses should be included in any calculation of the total 
cost of collecting industrial loans, and this procedure would 
involve a highly arbitrary scheme of cost allocation. It is not 
possible, therefore, to do more than show the relative im- 
portance of the loss expense item alone, as compared with 
other types of expense. 

Table 43 indicates that for North Carolina firms charge- 
offs and losses from the sale of assets amounted, together, to 
widely varying proportions of total expenses, ranging from 
4 to 27 percent over the period 1928-38; they were relatively 
most important in the years 1931-34. Industrial banking firms 
insured by the Federal Deposit Insurance Corporation sub- 
mit reports from which losses on loans may be computed 
separately from other losses. The data in Table 44 show 
that for all insured companies losses on loans fell from 15 
percent of total expenses in 1934 to 8 percent in 1937-38; 
losses on securities showed less variation, ranging from 7 to 
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10 percent with no discernible trend. Losses incurred through 
the sale of securities were far less for the group of Indiana 
industrial banking companies covered in Table 45, amount- 
ing to only 0.1 percent of total expenses in 1937; these com- 
panies’ losses on loans were about 9 percent in that year, 
and the loss percentage on loans and securities combined was 
practically the same as that of the Morris Plan companies 
reporting for 1937. For the members of the American Indus- 
trial Bankers Association, represented in Table 46, the figure 
on combined losses in 1937 was not greatly different — around 

11 percent — and the data for 1936 show little variation be- 
tween the investment and the non-investment institutions in 
this respect. 

The relative importance of taxes as an item of expense is 
also to be gauged from the tables already presented. Although 
the data on tax expenditures for North Carolina companies, 
as given in Table 43, do not include the corporation income 
tax paid by these firms, the tax item nevertheless amounted 
to approximately 10 percent of total expenses in the period 
1928-38, ranging between 8 percent in 1931 and nearly 14 
percent in 1935. Expenditures for taxes, including income 
taxes, by insured industrial banking companies were much 
lower, as Table 44 indicates; in the years 1934-38 they fluctu- 
ated narrowly around 3 percent of total expenses. Com- 
parable data in Tables 45 and 46 are in rough conformity 
with those for the North Carolina companies; here too taxes, 
including corporation income taxes, accounted for about 10 
percent, or less, of total expenses. 

It was pointed out above that in the years 1935-38 insured 
industrial banking companies experienced a decrease in their 
average loan income per $100 of loan account. But their 
current operating expenses (exclusive of charge-offs, losses 
on assets sold or exchanged and increases in valuation al- 
lowances) also declined during this period, falling from 
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$7.14 per $100 of average loan account m 1935 to $6.42 per 
$100 of average loan account in 1938. 8 

PROFITS 

The profit record of industrial banking companies over a 
period of years reveals that despite depression lows these in- 
stitutions have shown a remarkable earning capacity. Table 
47 shows that in the period 1922-38 the net earnings of 
Morris Plan banking companies averaged about 10 percent 
of total equity account. From an average of nearly 12 percent 
in the years 1922-29 they fell to 3 percent in 1933, but there- 
after recovered fairly rapidly, and by 1937 had reached nearly 
14 percent, a level never before attained by Morris Plan in- 
stitutions. It is true, however, that these data pertain to a 
changing group of companies, and are thus subject to some 
criticism. Therefore it is worth noting that figures on 86 
identical Morris Plan companies corroborate the evidence 
presented here that net earnings have in recent years repre- 
sented a higher proportion of equity funds than they did 
before the depression; for the 86 companies this figure was 
13 percent in 1938, as compared with 11.5 percent in 1929. 8 

Table 48, based on reports to the Federal Deposit Insur- 
ance Corporation by insured industrial banking companies, 
shows, for 1934-38, net profits after income taxes and net 
profits after the total of income taxes, dividends and interest 
on capital. Of the two sets of figures the former are the 
closer to those in Table 47, but they are not strictly com- 
parable because they are not exclusive of interest on capital 
notes and debentures. It is not likely, however, that these 
profit percentages would be much lower if they excluded 
this item; as was indicated in Chapter 3, these insured com- 

8 Computed from data provided by the Federal Deposit Insurance Corporation. 
“Industrial Finance Corporation, Annual Report to Stockholders, [or the 
year ended January 31, 1939, p. 5. 
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TABLE 47 


Net Profits of Reporting Morris Plan Banking 
Companies, 1922-38, in Dollars and in Percent of 
Total Equity Account® 


Tear 

Number of Companies 

Net Profits b 

1922 


*1,506,004 

9.0% 

1923 

0 

1,925,192 

10 8 

1924 

100 

2,472,154 

12.8 

1925 

106 

2,842,317 

13.3 

1926 

106 

3,003,419 

12.8 

1927 

106 

3,029,129 

12.0 

1928 

108 

3,152,490 

11 4 

1929 

108 

3,129,773 

11.2 

1930 

108 

2,604,511 

8.5 

1931 

106 

1,957,525 

6.7 

1932 

102 

1,046,049 

4.0 

1933 

92 

696,187 

3 0 

1934 

92 

1,412,847 

6 2 

1935 

92 

2,357,201 

9 8 

1936 

89 

2,861,569 

11.8 

1937 

86 

3,480,097 

13 6 

1938 

86 

3,581,858 

13.0 


“Based on data from Industrial Finance Corporation annual reports to 
stockholders. With the exception of 1938, the data for each year are from 
the annual report for the year ended January 31, two years latei; data for 
1938 are from the report for the year ended January 31, 1939. 
b Net profits after income taxes and interest paid on capital notes and deben- 
tures. For the percentage figures the base, total equity account, comprises 
paid-in capital, surplus and undivided profits. For 1934-38 these data are as 
of the end of the year; for all other years surplus and undivided profits are 
as of the end of the year and capital is an average of figuies for the begin- 
ning and for the end of the year. 

0 Number of companies not given. 


panies obtained but a negligible proportion of their funds 
from borrowings — never as much as 2 percent and in 1938 
only 0.1 percent of total assets. 10 It is not possible to deter- 
mine the extent to which these profit percentages would be 


'Table 2, p. 60. 
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TABLE 48 

Net Profits of Insured Industrial Banking Com- 
panies, in Dollars and in Percent of Total Equity 
Account, 1934 - 38 , by Size of Company 0 


Year 

Size of 
Company b 

E 

Net Profits After 
Taxes ° 

and In- 
terest d 

Net Profits After 
Taxes, Dividends 
and Interest 0 

1934 

All Companies 

60 

$ 377 

2.4% 

t 415 

$ - 38 

- -?■% 


Under $ 100 

18 

28 

2.3 

36 

- 8 

- .7 


100- 200 

22 

57 

1.8 

54 

3 

.1 


200- 300 

8 

98 

5.7 

52 

46 

2.7 


300- 500 

5 

129 

7.0 

67 

62 

3.4 


500- 1000 

4 

196 

7.1 

171 

25 

.9 


1000 & over 

3 

-131 

-2.6 

35 

-166 

-3.3 

1935 

All Companies 

62 

1,358 

7.1 

627 

731 

3.8 


Under $ 100 

18 

104 

8.4 

64 

40 

3.2 


100- 200 

22 

261 

7.7 

102 

159 

4.7 


200- 300 

10 

168 

6.9 

66 

102 

4.2 


300- 500 

5 

160 

8.4 

83 

77 

4.0 


500- 1000 

3 

221 

10.8 

93 

128 

6.2 


1000 & over 

4 

444 

5.5 

219 

225 

2.8 

1936 

All Companies 

63 

2,180 

11.2 

811 

1,369 

7 0 


Under $ 100 

17 

107 

9.2 

45 

62 

5.3 


100- 200 

20 

363 

11.9 

115 

248 

8 2 


200- 300 

13 

238 

8.0 

112 

126 

4.2 


300- 500 

5 

175 

9.7 

71 

104 

5.8 


500- 1000 

4 

371 

13 9 

137 

234 

8.8 


1000 & over 

4 

926 

11.9 

331 

595 

7.6 

1937 

All Companies 

69 

2,402 

11.3 

932 

1,470 

6.9 


Under $ 100 

20 

121 

9.1 

51 

70 

5.2 


100- 200 

20 

410 

13.5 

111 

299 

9.8 


200- 30 0 

16 

374 

10.1 

147 

227 

6.1 


300- 500 

5 

173 

9.1 

77 

96 

5.0 


500- 1000 

3 

141 

7.1 

75 

66 

3.3 


1000 & over 

5 

1,183 

12 8 

471 

712 

9.1 

1938 

All Companies 

71 

2,638 

13.0 

1,091 

1,547 

7 6 


Under $ 100 

21 

124 

8.3 

51 

73 

4 9 


100- 200 

19 

209 

6.5 

140 

69 

2 2 


200- 300 

17 

385 

9.6 

168 

217 

5 4 


300- 500 

7 

157 

6.2 

85 

72 

2 8 


500- 1000 

2 

99 

7.8 

77 

22 

1 8 


1000 & over 

5 

1,664 

21.1 

570 

1,094 

13 9 


“Based on year-end data supplied by the Federal Deposit Insurance Cor- 


poration. 

» As measured by total equity account (capital, surplus and undivided profits), 
in thousands o£ dollars Each level is inclusive of the lower figure and ex- 
clusive of the higher 

0 Net profits after income taxes, in thousands of dollars and in percent of 
total equity account at beginning of year. 

11 Dividends paid on preferred and common stock and interest paid on capital 
notes and debentures, in thousands of dollars 

• Net profits after income taxes, dividends and interest on capital notes and 
debentures, in thousands of dollars and in percent of total equity account 
at beginning of year. 
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reduced if they were expressed in the same way as those in 
Table 47, but even without such adjustment they reveal 
that the insured companies, as a group, had a less favorable 
earnings record during the years 1934-38 than did the entire 
group of reporting Morris Plan companies. 

When the insured companies’ profit ratios are examined 
with reference to the size of the institution, it appears that 
the largest companies, those with a total equity account of 
$1,000,000 or over, had the greatest variation in earnings 
during 1934-38. In 1934 these companies showed a loss in 
their percentage for net profits after income taxes, the only 
loss recorded for this item by any group of companies dur- 
ing the entire five-year period; in 1938, however, these com- 
panies’ net earnings after income taxes amounted to 21 per- 
cent of total equity account, the highest proportion found 
for any size class. Neither set of net profit percentages re- 
veals any close relation between size of company and earning 
capacity. This lack of correlation is borne out by earnings 
data, not presented here, for North Carolina industrial bank- 
ing companies. In 1934 and 1935 firms in that state were 
classified into three size classes, and in 1934 the largest com- 
panies were found to have the lowest ratio of net profit (after 
income taxes and preferred stock dividends) to total equity 
account, while in 1935 they had the highest. 

The high earnings record of industrial banking companies 
is further illustrated in Table 49, which compares, for in- 
sured industrial banking companies and commercial banks, 
net profits after payment of income taxes, and after payment 
of income taxes, dividends and interest on capital, per $100 
of total assets. For both items the industrial banking com- 
panies are shown to have had higher rates, in all five years 
of the period 1934-38. The explanation is to be found, of 
course, in the differences in the asset distributions of the two 
types of institutions. Industrial banking company assets, as 
has previously been noted, are almost exclusively short-term 
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consumer loans. Commercial bank assets, on the other hand, 
are about evenly divided among cash, investment securities 
(public and private) and loans and discounts. Moreover, only 
a relatively small part of the loans and discounts of com- 
mercial banks would carry rates of interest as high as those 
required by industrial banking companies. It is because of 
their relatively high rate of net current operating earnings 
that industrial banking companies are able to show higher 
profit ratios than commercial banks, for the latter spend con- 
siderably less per $100 of total assets than the former on 
current operating expenses. 
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Competitive and Cooperative 
Relations 


Since industrial banking companies engage in many forms 
of lending which closely approximate and at times conflict 
with the activities of other types of consumer credit agencies, 
they must compete not only with firms in their own field but 
also with personal finance companies, credit unions, sales 
finance companies, and the personal loan and time-sales de- 
partments of commercial banks. Seeking to clarify their own 
competitive situation, and also to resolve a number of other 
problems peculiar to their operations, most of the industrial 
banking firms have joined together in cooperative associa- 
tions. The present chapter discusses the nature of competi- 
tion in industrial lending, and also describes the aims and 
functions of the cooperative associations that have been 
formed by organizations operating in this field. 

COMPETITION BETWEEN INDUSTRIAL BANKING 
COMPANIES AND OTHER AGENCIES 

The intensity of the competition to which industrial bank- 
ing companies are subject is to be attributed to their some- 
what anomalous position in the field of consumer instalment 
financing. When they extend cash loans they compete not 
only with personal finance or small loan companies and 
credit unions , 1 but also with commercial banks. When they 

1 Since the activities o£ credit unions have not been included in the Studies 
in Consumer Instalment Financing, undertaken by the National Bureau of 
Economic Research, they are not consideied in this discussion of competition. 

169 
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finance instalment purchases they must meet competition 
from sales finance companies and again from commercial 
banks. Furthermore, the companies which account for the 
bulk of industrial loan credit compete with commercial 
banks for commercial loans and for deposits. Some firms, of 
course, confine their activities to the grancmg of small con- 
sumer loans, and their competitive situation is correspond- 
ingly simplified. 

In a number of localities industrial banking companies 
are engaged, too, in active competition with one another. 
It has been the policy of the Morris Plan system to enfran- 
chise only one company in a city, but the recent growth of 
companies not affiliated with this system has introduced a 
new element of rivalry into the competitive picture. 

Competition between industrial banking companies and 
small loan companies is significantly influenced by the legal 
conditions under which these two types of agencies operate. 
The loans made by the latter are limited, in most states, to 
$300 or less, while for the former the amount of credit that 
may be extended in a single transaction is seldom so severely 
restricted. Sometimes, however, industrial banking com- 
panies too operate under small loan laws, in which case their 
loans are likewise kept to a $300 maximum, and in the Dis- 
trict of Columbia all companies, except those operating on 
bank charters, are forbidden to extend cash loans in excess 
of $200. 2 

The average size of note for small loan companies varies 
somewhat between states and for different chain companies, 
but it does not exceed $200 and is generally closer to $150. 3 
On the other hand, the average size of note for Morris Plan 
banks and companies, when all types of loans are considered, 
2 See Chapter 2, pp. 37-39. 

8 National Bureau of Economic Research (Financial Research Program), Per- 
sonal Finance Companies and Their Credit Practices, by Ralph A. Young 
and Associates (1940) Table 7, p. 47. 
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ranges mainly between $250 and $300. 4 This difference is 
accounted for in part by the fact that the industrial banking 
companies deal in certain types of loans, such as sales financ- 
ing and real estate credit, which small loan companies are 
not permitted to extend. As for comaker loans made by in- 
dustrial banking companies, they are in some cases of ap- 
proximately the same size as those granted by small loan 
companies 5 and in other cases somewhat larger. 6 The varia- 
tion in the size of such loans indicates that some industrial 
banking companies are in closer competition with personal 
finance companies than others. 

The intensification of competition between industrial 
banking and personal finance companies has arisen from the 
fact that the former have departed from their almost ex- 
clusive preoccupation with comaker loans. Thus the advan- 
tage of the personal finance company, which could at one 
time advertise the uniquely confidential character of its lend- 
ing operations, has been substantially diminished in recent 
years by the increasing tendency of industrial banking com- 
panies to extend loans secured by the maker’s name alone, 
or by the signatures of husband and wife, or even by house- 
hold chattels. The last type of loan stands, of course, in direct 
competition with the primary business of personal finance 
companies. 

From the data at hand it is impossible to measure statis- 
tically the income distribution of borrowers from industrial 
banking companies. The scattered evidence available does 
suggest, however, that the larger companies depend much 
less heavily than do personal finance companies on bor- 
rowers with annual incomes of $1200 and less, while, in 
general, the smaller companies cater to borrowers whose in- 
come distribution is similar to that of customers of chain 

* See Table 14, p. 85. 

* See Table 15, p. 86. 

« See Table 16, p. 87. 
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small loan companies. 7 It is probably because in most states 
they have been granted greater latitude than small loan 
companies in the matter of maximum size of loan, that in- 
dustrial banking companies have tended on the whole to 
attract borrowers in higher income groups. 

Data on the occupational distribution of customers of 
chain personal finance companies show that approximately 
50 percent of such borrowers are drawn from the wage- 
earning classes, about 25 percent from clerical and commer- 
cial groups, and about 5 percent from the professional class. 
Although no comparable data on the occupational distribu- 
tion of industrial banking company borrowers can be ob- 
tained at present, it appears from the limited information 
available that these companies draw a smaller proportion of 
their borroweis from wage-earners and larger proportions 
from the clerical and professional classes than do the chain 
personal finance companies. 8 

As a general rule small loan companies quote charges as 
a monthly rate of interest on unpaid principal balance, this 
rate representing the entire cost of the loan to the borrower. 
Industrial banking companies, however, almost always quote 
charges on cash loans as a rate of discount, and in addition 
levy a fee for credit investigation. Because of this difference 
in methods of rate quotation the consumer is likely to be 
confused as to the relationship between the charges of the 
two types of agencies, and their competitive relations are un- 
doubtedly affected by this situation. 

The charges of industrial banking companies, when ex- 
pressed as an annual effective rate on regularly declining 
credit balance, amount roughly to twice the rate of discount. 
When expressed in this way the combined maximum dis- 
count and credit investigation charge permitted by special 
statutes governing industrial banking companies amounts to 
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approximately 16 to 20 percent® This is lower than the rates 
charged by small loan companies, which range commonly 
from 30 to 42 percent when expressed as an annual equiva- 
lent of the quoted monthly rate of interest. 10 In many in- 
stances competition has operated to reduce the actual rates 
charged by industrial banking companies to levels lower than 
the legal maxima. This is most likely to occur where compe- 
tition with the personal loan departments of commercial 
banks is especially strong. 

Industrial banking companies, as has already been noted, 
have branched out also toward the development of a larger 
volume of sales finance business. Through this type of financ- 
ing the industrial banking company comes into direct com- 
petitive contact with sales finance companies and with the 
time-sales departments of commercial banks. Competition is 
keenest in the field of automobile financing, for here local, 
regional and national sales finance companies are actively en- 
gaged m serving the same markets as those sought by some 
industrial banking companies and commercial banks. 

The character of competition in this field is conditioned 
in part by the fact that in most cases the industrial banking 
companies conduct their sales financing as independent units, 
whereas in 1937 approximately 75 percent of the automobile 
instalment financing handled by sales finance companies was 
conducted by three national chains. 11 The independent posi- 
tion of some Morris Plan banks and companies is modified 
to a limited degree by the fact that they operate either as 
wholly owned or as partially owned subsidiaries of companies 
controlled by the Industrial Finance Corporation. These cor- 
porate relationships, however, are not such as to affect the 

9 See Chapter 2, pp. 39-41. 

10 Ralph A. Young and Associates, op. cit , pp 125-28 

11 National Bureau of Economic Research (Financial Research Program), 
Sales Finance Companies and Their Credit Practices, by W, C. Plummer and 
R. A. Young (1940) Table 61, p. 264; the three national companies are 
there designated as “factory-related ” 
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competitive position of the individual Morris Plan banks 
and companies. In a few cases industrial banking companies, 
both Morris Plan and others, operate branches or exercise 
control over other banking companies through stockowner- 
ship. In such cases it is possible to coordinate the activities 
of a number of units into a regional system and thus to take 
advantage of certain operating efficiencies inherent in this 
form of organization. 

In the past a part of the sales financing activities of some 
Morris Plan banks and companies was carried out through 
the Industrial Acceptance Corporation. As pointed out 
above , 12 those companies in which the Industrial Finance 
Corporation had a controlling stock interest financed time 
sales of General Electric products through local subsidi- 
aries, and rediscounted their receivables when necessary with 
the Industrial Acceptance Corporation. All other time-sales 
financing was handled directly by the local Morris Plan banks 
and companies. 

The Industrial Acceptance Corporation also entered into 
an agreement with the Studebaker Corporation whereby it 
financed instalment sales of the cars produced by that manu- 
facturer. Subsidies were paid to the Industrial Acceptance 
Corporation by the Studebaker Corporation on a plan not 
unlike the arrangements formerly in effect between other 
sales finance companies and certain automobile manufac- 
turers . 13 In its automobile financing the Industrial Accept- 
ance Corporation passed credits and made all collections on 
its consumer notes. Local Morris Plan banks and companies 
were not concerned in this financing arrangement. 

In competing for retail sales finance business industrial 
banking companies are confronted by the same problems that 
beset any consumer credit agency operating in this field. 

12 Chapter 1, p. 21. 

13 See Chapter 1, p. 21; also W. C. Plummer and R. A Young, op cit., 
pp. 266-67. 
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Where they propose to obtain a substantial volume through 
dealer contacts, competition requires that they provide the 
dealer with a reserve sufficient to hold his business, if con- 
tracts are purchased on a recourse or repurchase arrange- 
ment, or that they offer some kind of bonus, if transactions 
are effected on a non-recourse basis. In automobile financing, 
the financing agency is likely to be called upon also to ex- 
tend credits to dealers to enable them to carry inventories. 
Credit demands of this sort are likely to be large, especially 
in transactions with dealers who are in a position to create 
a large volume of retail instalment paper, and such demands 
cannot be met easily by the relatively small firms which 
constitute the majority of industrial banking companies. 

As an alternative to obtaining retail instalment business 
through dealer contacts, some companies have adopted the 
policy of direct solicitation of purchasers. When this pro- 
cedure is followed the industrial banking company can select 
its risks with somewhat greater care than it could otherwise, 
but it is at the same time cut off from dealers who might pro- 
vide a ready supply of retail contracts. 

Although industrial banking companies have increased 
their volume of sales financing in recent years they still oc- 
cupy a relatively insignificant position in the field, far be- 
hind that of sales finance companies. It has been estimated 
that a total of $4,279,000,000 of retail instalment credit was 
extended in 19S7, 14 and of this amount Morris Plan banks 
and companies, according to data from the Industrial Fi- 
nance Corporation and The Morris Plan Corporation of 
America, accounted for only about 1 percent, whereas sales 
finance companies accounted for about 51 percent. 15 On the 
other hand, only about one-fifth of the credit extended by 
Morris Plan companies was for the financing of retail sales. 
Data on the sales financing activities of other industrial hank- 
ie W. C. Plummer and R. A. Young, op. cit., p. 41. 

16 Ibid., p. 43. 
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ing companies, outside the Morris Plan system, are not avail- 
able, but it is unlikely that such figures would more than 
double the estimate of about 1 percent participation. 

Evidence is not available to show how the price policy of 
industrial banking companies compares with that followed 
by the three largest sales finance companies. Since only a very 
small share of the sales finance market is reached by indus- 
trial banking companies, it is unlikely that such firms exert 
a strong influence on competitive conditions in the country 
as a whole, although in particular communities their opera- 
tions may attain considerable importance. 

Industrial banking companies are in competition with 
sales finance companies also in the cash loan field, although 
this development is as yet relatively unimportant. In some 
instances sales finance companies have licensed their offices 
as small loan companies in order that they may make re- 
newals on contracts that originated with the instalment sale 
of a commodity. This enables the sales finance company 
also to make cash loans to individuals not indebted to them 
on a retail instalment sales contract. One national sales 
finance company has recently qualified most of its Pennsyl- 
vania offices under the Consumer Discount Act of that state. 
By this action the company enables itself to compete directly 
with industrial banking companies in making cash loans up 
to $5000 in size. 

The commercial bank is a more recent rival of the indus- 
trial banking company than either the small loan or the 
sales finance company, yet it is considered by many industrial 
lenders to be the most important of all competitors. A com- 
parison of the small-loan customers served by industrial 
banking companies and by commercial banks reveals certain 
broad similarities. In a sample of 1,260 personal loans made 
by commercial banks 12 percent of the borrowers had in- 
comes of $1200 or less, and in a much smaller sample of 
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loans made by industrial banking companies 16 percent o£ 
the borrowers were in this income group. 16 Thus both sam- 
ples indicate a predominant reliance on the higher income 
classes of borrowers, though these comparisons must be re- 
garded as very rough measures, since the sample of industrial 
banking company loans is extremely small and therefore 
subject to considerable sampling error. A comparison of these 
loan samples according to amount of note shows that the 
two types of agencies make loans of approximately the same 
size, each writing about 50 percent of its notes in amounts 
of less than $200. 17 

Equally fragmentary are die data for comparing the occu- 
pational groups served by industrial banking companies and 
by commercial banks, in their personal lending. What evi- 
dence can be had suggests that die commercial banks draw 
larger proportions of their borrowers from clerical workers 
and smaller proportions from wage-earners than do industrial 
banking companies. Both agencies depend to about the same 
extent on the professional classes. 18 

Thus, with the qualification that the markets served by 
individual institutions may vary widely from the general 
markets sketched above, it may be said that, in dieir per- 
sonal lending, industrial banking companies and commercial 
banks compete for the patronage of substantially the same 
group of borrowers. A suggestion of the close idendty of 
their consumer markets is contained in the fact that in Mas- 
sachusetts a case was reported in 1937 and another in 1938 
of a commercial bank that had purchased a Morris Plan com- 
pany as a preliminary to its establishment of a personal loan 
10 See Table 33, p. 136, also National Bureau of Economic Research (Financial 
Research Program), Commercial Banks and Consumer Instalment Credit, by 
John M. Chapman and Associates (1940) Table 34, p. 128. 

17 See Table 34, p. 138; also John M. Chapman and Associates, op. cit.. Table 
37, p. 133. 

18 See Table 30, p. 181; also John M. Chapman and Associates, op. cit.. Table 
31, p. 124. 
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department; 19 similar cases, involving companies not mem- 
bers of the Morris Plan system, are known to have occurred 
in Pennsylvania and West Virginia. It has also been reported 
that in other regions commercial banks have substantial 
stockownership in industrial banking companies, although 
there is no published evidence on this sort of relationship. 

In most states commercial banks have a competitive ad- 
vantage over industrial banking companies in that besides 
making personal loans they offer consumers a complete line 
of banking services. An industrial banking company can 
offer an equally wide variety of services only if it is operated 
on a general bank charter or under liberal industrial loan 
legislation. It is important to note that industrial banking 
companies which do enjoy the deposit-taking privilege are 
at present developing a number of non-lending features 
which place them in virtually the same category as commer- 
cial banks. 

The making of commercial loans is an aspect of the com- 
petitive relations between industrial banking companies and 
commercial banks that is of growing importance in some 
centers. It was shown in Chapter 4 that of the 1938 year-end 
loan-and-discount outstandings of 71 FDIC-insured indus- 
trial banking companies, 11.7 percent (over $11,800,000) 
were classified as “commercial and industrial loans.’’ 20 Since 
this category excludes personal or instalment loans to indi- 
viduals other than loans for business purposes, and includes 
all business loans to individuals, partnerships and corpora- 
tions, it would appear that at least these insured industrial 
banking companies are substantial competitors of commer- 
cial banks for this type of credit business, just as commercial 
banks are becoming increasingly important rivals of indus- 
trial banking companies in the extension of personal loans. 

18 Massachusetts, Annual Report of the Bureau of Loan Agencies, for the 
license year ended September 30, 1937, p. 2, and tbid., for the year ended 
September 30, 1938, p. 3. 

20 Table 9, p. 78. 
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This situation has been mentioned by the Board o£ Gov- 
ernors of the Federal Reserve System: . there has been 

an increasing tendency on the part of commercial banks to 
enter the personal loan field and on the part of Morris Plan 
banks to accept deposits subject to check as well as time 
and savings deposits and to make commercial loans.” 21 It is 
worth noting, however, that of the 1938 year-end loan-and- 
discount outstandings of 961 commercial banks only 3.7 per- 
cent ($188,306,000) were classified as personal loans. 22 

A large part of the controversy concerning commercial 
banks’ and industrial banking companies’ competition for 
consumer cash loans and sales financing services centers 
around the question of the cost of making and collecting 
loans. This problem is complicated by the fact that consumer 
loans constitute the main part of the total outstandings of 
industrial banking companies and only a relatively small 
proportion of the loans and discounts of commercial banks. 
As a consequence, when an industrial banking company 
seeks to determine the cost of making consumer loans it must 
take into consideration all the expenses, overhead and direct, 
which are involved in its business, whereas a commercial 
bank with unused lending capacity, ready personnel and 
available office space may undertake to make personal loans 
without allocating any overhead costs to this branch of its 
activities. Whether the commercial bank will choose to fol- 
low this procedure, or will prorate what it considers a full 
share of overhead expenses to its personal loan department, 
is an aspect of managerial policy. 

It is clear, however, that an industrial banking company 
is placed at a disadvantage if its commercial bank competi- 
tors calculate consumer loan costs without taking account of 
general bank overhead, and determine their customer charges 

21 Federal Reserve System, Twenty-fifth Annual Report of the Board of Gov- 
ernors, covering operations for the year 1938, p. 74. 

22 John M. Chapman and Associates, op. at.. Table 5, p. 36. 
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in the light of this cost computation. Little is known at pres- 
ent concerning the practice of commercial banks in this 
matter. Questionnaire returns have revealed that many banks 
do not attempt to allocate general bank overhead to their 
personal loan departments, but that an increasing number of 
banks are making this effort, particularly those operating the 
larger personal loan departments . 23 

Only very fragmentary information is available concern- 
ing the actual rates charged by industrial banking companies; 
this evidence suggests that, in communities where they com- 
pete with commercial banks, their charges are either equal 
to or slightly higher than commercial bank rates on com- 
parable loans. It should not be forgotten, however, that 
competition assumes many non-price forms. Such factors as 
the variety of services offered, the speed with which loans 
are made, the maturity and other terms of lending, provide 
possibilities of competition, quite apart from the charge 
made for the loan or financing service. Like all other con- 
sumer credit agencies, industrial banking companies are alert 
to these possibilities. 

Finally, it should be noted that some industrial banking 
company officials hold the opinion that the participation of 
commercial banks in the consumer lending field has im- 
proved the position of the industrial banking company. This 
opinion is based on the belief that commercial banks bring 
to consumer instalment financing a certain prestige that re- 
flects advantageously on the activities of competitors. 


COOPERATIVE RELATIONS AMONG INDUSTRIAL 
BANKING COMPANIES 

There are two national trade associations of industrial bank- 
ing companies — the Morris Plan Bankers Association and 

23 See ibid., pp. 164-66, for a discussion of commercial bank cost accounting 
procedure. 
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the American Industrial Bankers Association. The latter or- 
ganization has one Morris Plan company among its members, 
but no company outside the Morris Plan system belongs to 
the Morris Plan Bankers Association. 

The older of these two organizations, the Morris Plan 
Bankers Association, was formed in 1919 and now has its 
headquarters in Washington, D. C. On October 1, 1939, it 
had 80 regular and 2 associate members. 24 Its functions ap- 
pear to consist mainly of gathering and disseminating statis- 
tical information, conducting management surveys, repre- 
senting the legislative and other interests of members and 
arranging annual meetings at which members convene to 
discuss their mutual problems. Morris Plan banking com- 
panies are organized also in sectional associations, and these 
have functions similar to those of the national association. 

Published information concerning the activities of the 
Morris Plan Bankers Association is available only in incom- 
plete reports of conventions, published m the United States 
Investor. The two publications of the association — the Mor- 
ris Plan Banker and the President’s News Letter — are usually 
avaliable only to its members. In an address to the 1936 con- 
vention President Ralph W. Pitman outlined a course of 
action for the association which throws some light on its 
activities. He urged the fostering of national advertising, as- 
sistance in the development of more Morris Plan banking 
companies and the encouragement of desired legislation. 25 
At its most recent convention it was reported to the member- 
ship that legislative activities were being continued and that 
management surveys had been conducted in 22 companies. 28 

In the early 1930’s the Morris Plan Bankers Association 
was active in arranging an emergency loan plan with the 
voluntary cooperation of member companies. Each subscriber 

2i United States Investor, October 21, 1939, p 1740(58) 

2E Ibid., October 3, 1936, p. 1435(3). 

™Ibid., October 21, 1939, p. 1740(58). 
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to the arrangement was to be prepared to advance an al- 
lotted quota of funds, not exceeding a total of 2 percent of 
its capital, surplus and undivided profits, to a common pool 
which was to provide emergency loans to members. If a 
Morris Plan banking company were to suffer an unusually 
large volume of withdrawals, it might inform national head- 
quarters of its need. An official would be sent to make an 
examination, and his recommendations to headquarters 
would be communicated to all members of the pool. Each 
member would then be directed to send its quota to a trustee 
appointed for the occasion. The advance of funds would 
involve little risk to the members, since the borrowing com- 
pany was to pledge notes of its own customers as security 
and the payments on these notes would soon cancel the loan. 27 
This sort of assistance was not often invoked, but many com- 
panies regarded its availability as a great advantage. 

The American Industrial Bankers Association is of much 
more recent origin, having been formed in 1934. At present 
its members number approximately 150, membership being 
open to companies which have been approved by the Mem- 
bership Committee. The by-laws, as now amended, contain 
the following definition of eligibility: "An industrial bank 
(except those so chartered by law) shall be defined as an in- 
corporated company 51 percent or more of whose loan busi- 
ness is the lending of money and discounting of contracts 
repayable in weekly, semi-monthly or monthly instalments; 
and which may or may not issue to the borrower simultane- 
ously with the loan transaction its own written evidence of 
debt, and whose average total charges on personal loans . . . 
shall not exceed the maximum amount prescribed for each 
state by resolution adopted by the Board of Directors of this 
Association.” 28 


27 Ibid., March 26, 1932, pp. 406(6)-407(7). 

28 "A.I.B.A. By-Laws Approved as Amended” in American Industrial Banker, 
vol. 2, no. 4 (December 1936) p. 13. 
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The present requirements for membership differ from 
those originally prescribed. In the beginning the by-laws 
stated merely that membership was to be limited to “reputa- 
ble industrial banks.” 29 This original position was subse- 
quently modified to require that members should have 90 
percent of their loan business in instalment cash loans, and 
that the average total charge on such loans might not exceed 
12 percent per year discounted in advance or 2 percent per 
month calculated on the unpaid monthly balance. 30 In No- 
vember 1936 the present “51 percent” requirement was 
adopted. Since consumer credit agencies which do not take 
deposits or issue instalment investment certificates are re- 
garded as eligible for membership, the association has some 
members which cannot be classified as industrial banking 
companies under the definition adopted in this volume. 

The association’s activities have broadened rapidly in 
scope. An important legislative activity has been the formu- 
lation of a proposed uniform industrial banking law, 81 and 
the association also maintains a legislative committee which 
keeps members informed of current developments. Each year 
a fairly detailed questionnaire concerning operating methods 
and credit experience is sent to the membership of the 
association. The results are tabulated and the data are pub- 
lished in the proceedings of the annual convention. 

The association publishes the American Industrial Banker, 
a bimonthly magazine containing articles by persons promi- 
nent in industrial lending and allied fields. It has also spon- 
sored the organization of several state and regional associa- 
tions of industrial banking companies. 

20 "By-Laws, American Industrial Bankers Association” in ibid , vol. I, no. 1 
(November 1934) p. 11. 

80 "Industrial Bank Defined at Institute” in ibid., vol. 2, no. 2 (June 1936) 

p. 6. 

81 See Chapter 2, pp. 54-56. 
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The following is a list of the state statutes under which the 
industrial banking companies operate. States for which no 
references are given make no special legal provisions for in- 
dustrial banking company operations. 

Arizona. 1937 Session Laws , 2nd Special Session, Ch. 13, sects. 
1-9, p. 569. 

Revised Code (Struckmeyer, 1928), Ch 45, sect. 2006, p. 481. 
Arkansas. Digest of the Securities Laws of Arkansas (Securities 
Division, State Bank Department, Oct. 1, 1934), sects. 13 and 
40. 

California. General Laws of California 1937s. Vol. 1, Act 3603, 
sects. 1-12, p. 1678, 

Colorado. Colorado Statutes Annotated, Vol II, Ch. 18, Art. 5, 
sects. 150-157, p. 303. 

Connecticut. General Statutes (Revision of 1930), Title 37, 
Ch. 211, sects. 4031-4041, p. 1306. Cumulative Supplement 
1931-33, Title XXXVII, Ch 211, p. 460. Cumulative Sup- 
plement 1931-33-35, Title XXXVII, Ch. 211, p. 649. 

1937 Supplement to General Statutes, Title XXXVII, Ch. 211, 
p. 390; Ch. 21 1A, p. 391. 

Delaware. Revised Code of Delaware 1935, Ch. 66, Art. 7, sects. 
103-110, p. 546. 

Florida. Compiled General Laws (Permanent Supplement), Vol. 
V, 4th Div., Title III, Ch. 2, Sub. Ch. 1, Art. 14, sect. 6150 
(1-14), p. 2819. 

Compiled General Laws (Permanent Supplement), Vol. I, 1st 
Div., Title VI, Ch. 3, sect. 1279 (46), p. 513. 

Laws 1937, Ch. 17908, p. 404; Ch. 18025, p. 648 
Indiana. Burns Annotated Indiana Statutes (Cumulative Pocket 
184 
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Supplement, June 1939), Vol. V, Title XVIII, Ch. 31, sect. 
18 (3101-3125), p. 173. 

Iowa. Code of Iowa 1935, Title XVI, Ch. 332, sects. 6994-6996, 
p. 1027. 

Kentucky. Carroll’s Kentucky Statutes (Baldwin’s 1936 Revi- 
sion), Annotated, Ch. 72a, Art. 2, sect. 2223b (1-8), p. 1123. 

Maine. Revised Statutes 1930, Title IV, Ch. 57, sects. 133-141, 
p. 936. 

Laws 1931, Ch. 41, p. 34. Laws 1933, Ch. 105, sects. 1-4, p. 242. 
Laws 1935, Ch. 3, sects. 1-2, p. 203. Laws 1937, Ch. 102, 
sects. 1-2, p. 129. 

Maryland. The Annotated Code of the Public Geneial Laws 
of Maryland (1939 Supplement), Art. 58A, sect. 19, p. 367. 

Massachusetts. Annotated Laws of Massachusetts (Cumulative 
Supplement, 1938), Vol. V, Ch. 172A, sects. 1-14, p. 137, 
Ch 167, sect. 11 A, p. 57. 

Michigan. Compiled Laws 1929, Vol. Ill, Title XXIII, Ch. 232, 
sects. 11973-11996, p. 4243. 

Michigan Statutes 1937, Annotated, Vol. XVII, Title XXIII, 
Ch. 231, sect. 23.34-23.37, p. 64. 

Minnesota. Mason’s Minnesota Statutes 1927 (1938 Supplement), 
Vol III, Ch. 58, sect. 7774 (25-35), p. 1003. 

Missouri Missouri Statutes 1932, Annotated, Vol. Ill, Ch. 32, 
Art. 8, sects. 4979-4985, p. 2280. Cumulative Annual Pocket 
Fait, 1937, Ch. 32, Art. 8, p. 67. 

Montana. Revised Code of Montana 1935, Annotated, Vol. Ill, 
Ch. 25, sect. 6109 (1-11), p. 193. 

Nebraska Compiled Statutes 1929, Title V, Art. 51, Ch. 81, 
sect. 81 (5101-5111), p. 1659. 

Compiled Statutes 1929 (1937 Supplement), Art. 51, Ch. 81, 
sect. 81 (5102-5106 and 5108-5114), p. 615. 

New York. The Consolidated Laws of New York, Annotated, 
Book IV, Art. 7, p. 530. 

North Carolina. Noith Carolina Code 1935, Annotated, Ch. 5, 
Art. 10, sect. 225 (a-r), p. 105. 

North Carolina Code 1935 (1937 Supplement), Ch. 5, Art. 
10, p. 9. 
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Ohio.' Banking Laws of Ohio (Division of BankSu_lj)37), An- 
notated, sect. 710 (1-180; 2 and 180 especially). 

Oregon. Oregon Code 1930 , Vol. II, Title XXII, Ch. 24, sect 
22 (2401-2423), p. 2038. 

Oregon Code 1930 (1935 Supplement), Vol. V, Title XXII, 
Ch. 24, sect. 22 (2405, 2409, 2412, 2414, 2416), p. 483. 

Laws 1937 , Ch. 303, p. 449. Laws 1939, Ch. 238, p. 465. 
Pennsylvania. Pur don’s Pennsylvania Statutes, Annotated, 1939, 
Title VII, Ch. 27, sect. 761 (1-19), p. 69. 

Rhode Island. General Laws of Rhode Island 1938, Title XVII, 
Ch. 145, sects. 1-18, p. 338. 

South Carolina. Code of Laws 1932 (1934 Supplement), sect. 
6738, p. 286. 

Code of Laws 1932 (1936 Supplement), sect. 7829-1, p. 357. 
Texas. Vernon’s Annotated Revised Civil Statutes of the State 
of Texas 1925, Vol. I, Tide XVI, Ch. 9, Arts. 542-548, p. 
659. 

Utah. Revised Statutes of Utah 1933, Annotated, Title VII, 
Ch. 6, sect. 7-6 (1-12), p. 193. 

Virginia. Virginia Code T936, Annotated, Title XXXVII, Ch. 

166 A, sect. 4168 (1-111/0, p. 1256. 

Washington. Remington Revised Statutes, Annotated, Vol. V, 
Title XXV, Ch. 3, sect. 3862 (1-24), p. 633. 

Remington’s Annual Pocket Part for Volume V, 1939, Title 
XXV, Ch. 3, sect. 3862 (1-25), p. 633. 

West Virginia. West Virginia Code 1937, Ch. 31, Art. 7, sects. 
3165 (1)— 3181 (17), p. 1101. 

Wisconsin. Wisconsin Statutes 1937, Title XIV, Ch. 115, sect. 
115.09 (1-13), p. 1570. 



Index 


Advertising Techniques — 98-100. 

Amlrican Industrial Bankers Asso- 
ciation — Cooperation among Mem- 
bers 182-84. Membership 25, Vol- 
ume of Ciedit Extended by Mem- 
bers 27. 

Arizona— Legislation 80, 34, 37-38, 
41-42, 52-53. 

Arkansas — Legislation 80, 37, 50 

Assets, Distribution of— 68-70 

Automobile Loans— 75-78 

Bad-Loan Experience — Index of 122 

Banking Act of 1935 — Regulations 
Concerning Industrial Banking 
Companies 53. 

Borrowers — Financial Characteristics 
of 134-42; Peisonal Characteristics 
of 124-30, Vocational Characteris- 
tics of 130-34 

Borrowing — As Expense Item 160-61; 
As Source of Funds 58-66. 

Branch Banking — 48-50. 

California — Legislation 80, 85, 37, 45, 
47, 50, 58. 

Capital Requirements— 33-35. 

Cash Balances— 66-71. 

Charge-Offs on Investments — 113- 
18. 

Charge-Offs on Loans — 7, 109-18; As 
Expense Item 161-62. 

Charges on Cash Loans— Regula- 
tions Concerning 39-41, 91-95. 

Citizens System Companies— 23. 

Collateral Security — 74. 

Collateral Trust Receipts— As 
Source of Funds 64. 

Collection — Experience and Proce- 
dure 7-9, 106-17. 

Colorado— L egislation 30, 37-39, 52. 

Comaker Loans — 72-73. 

Commercial Credit Company — 22. 

Commercial Loans — 78-79. 

Community Savings and Loan Com- 
panies— 23. 


Competition — 10-11, 169-80. 

Connecticut — Legislation 30, 34, 41, 
45, 52-53. 

Contract Length of Loans — Regula- 
tions Concerning 36-37. 

Cooperative Relations — 180-84. 

Credit — Quantitative Importance of 
25-28 

Credit Granting Procedure— 102-06. 

Credit Risk— 8-9, 119-24, And Bor- 
rowers’ Personal Characteristics 
124-30; And Borrowers’ Vocational 
Characteristics 180-34; And Borrow- 
ers’ Financial Characteristics 134- 
42. 

"Creditor Plan”— 75. 

Customer Charges — 39-41; 91-95. 

Delaware— Legislation 30, 37. 

Delinquency Fees — 40, 94-95. 

Deposits— As Source of Funds 58-66; 
Regulations Concerning 41-43. 

District of Columbia— L egislation 
39 

Dividend Payments— Legislation Con- 
cerning 47-48. 

Emergency Banking Act of 1933- 
Regulations Concerning Industrial 
Banking Companies 53. 

Equity Account — A s Source of Funds 
58-66 

Expenses — 9-10, 154-63. 

Federal Deposit Insurance Corpora- 
tion — Membership in 42-43 

Federal Reserve System — Regula- 
tions Concerning Industrial Bank- 
ing Companies 53-54. 

Fidelity Corporation of America — 
17. 

Fidelity Savings and Trust Co. — 1, 
15. 

Financial S t r u c t u r e— Industrial 
Banking Companies 4, 57-71. 


187 



i88 


Florida — Legislation 30, 37, 41-42, 47, 
49-50, 52-53. 

Funds— Sources of 57-66, Uses of 66- 
70. 

General Bond and Share Corpora- 
tion— 19 

General Contract Purchase Cor- 
poration — 21. 

General Electric Company — 21. 

Hood System — 23 

Household Chattel Loans — 74, 80. 

Income of Industrial Banking Com 
panies — 9, 146-54. 

Industrial Acceptance Corporation 
—17, 21-23, 174. 

Industrial Eancsiiares Corporation 
-18-19. 

Industrial Banking Companies — As- 
sets 68-70; Capital Requirements 33- 
35, Cash Balances 66-71, Competi- 
tion 10-11, 169-80; Cooperative 
Relations 180-84, Credit Risk 119- 
45, Definition 1, 12-14, 26, 55, Ex- 
penses 9-10, 154-63, Financial Struc- 
tuie 4, 57-71, Functions 14; Funds, 
Souiccs and Uses 57-71; Income 9, 
146-54; Legal Status 2-4, 29-56; Op- 
erating Methods 6-7, 98-106; Profits 
9-10, 163-68, Quantitative Impor- 
tance 25-28, Services and Charges 
5-6, 72-97, Supervision 50-52. 

Industrial Banking Systems — Morris 
Plan 1, 13, 15-23; Non-Morris Plan 
28-25 

Industrial Finance and Thrift Cor- 
poration — 24 

Industrial Finance Corporation — 
1-2, 17-23. 

Industrial Loan Laws — Proposed 
Uniform Statute 185-87 

Industrial Realty Shares, Inc. — 17, 
19. 

Interest — And Discount on Loans, As 
Source of Income 147-50; And Divi- 
dends on Securities, As Source of 
Income 150-53, Payments, As Ex- 
pense Item 160-61. 

Interest Rates — On Deposits and In- 
vestment Certificates 64-66; On 
Loans, As Factor in Competition 6, 
172-73; Regulations Concerning 3, 
39-41, 91-95 

Investigation Fees — 41. 


INDEX 

Investment Certificates — 43-46, 96, 

Iowa — L egislatTotrSQ^. 

Kansas — Legislation 45, 46, 50. 

Kentucky — Legislation 30, 34, 36, 38.’ 

Legal Status— 2-4, 29-56. 

Lending Activities — Diversification of 
78-83. 

Loans— As Use of Funds 66-71; Auto- 
mobile 75-78; Charactei istics as Fac- 
tors in Credit Risk 142-45, Collat- 
eral 74, Comaker 72-73; Commeicial 
78-79; Customer Charges 91-95, Du- 
ration of 83-84, Household Chattel 
74, 80; Methods of Repayment 90- 
91; Rates on 6, 39-41, 91-92; Single 
Name 73-74, Size of 5, 37-39, 83-90; 
Size of, As Critenon m Setting Iu- 
teiest Rates 93; Type of, As Cri- 
terion in Setting Inteiest Rates 93- 
94. 

Losses — See Charge-Offs on Invest- 
ments, Charge-Offs on Loans. 

Maine— Legislation SO, 46, 50, 

Maryland — Legislation 30 

Massachusetts— Legislation 30, 33, 35, 
37, 40, 45-47, 49, 53. 

Maturity of Loans— Regulations 37- 
39 

Michigan — Legislation 30, 33, 42, 46- 
48, 51-52 

Minnesota — Legislation 30, 40, 47, 
52 

Missouri— Legislation 30, 34, 36, 39, 
46 

Montana — Legislation 30, 33, 36, 52. 

Morgan Plan Companies— 23 

Morris, Arthur J — 1, 15. 

Morris Plan Bankers Association — 
Advertising Costs 99-100, Coopera- 
tion Among Members 181-82, Defi- 
nition of Delinquency 107, Out- 
standing Loan Balances 79 

Morris Plan Companies — Advertising 
Costs 99; Charge-Oils on Loans 109; 
Delinquency Percentages 109-10, 
Earnings 163, Sales Financing Ac- 
tivities 173-76; Size of Loans 85-87, 
Sources of Funds 61, Uses of Funds 
68 . 

Morris Plan Corporation of Amfr- 
ica. The— IS, 17-18, 27, 50, Defini- 
tion of Delinquency, 107. 

Morris Plan Insurance Society — 2, 
17, 22-23. 



NtiEX 


Morris Plan Shares Corporation — 

18 

Morris plan System— 1, 13, 15-23. 

Nebraska — Legislation 30. 

Nrw York — Legislation 30-32, 37-38, 
40-41. 46-47, 49, 51. 

North American Funding Corpora- 
tion— 17, 19-20 

North Carolina — Legislation 30, 34, 
39, 42, 44, 49, 53 

Office Organization — 101 

Ohio— Legislation 30, 32, 34, 37, 42. 

Operating Methods — 6-7, 98-106. 

Oregon — Legislation 30, 41, 47, 53. 

Pennsylvania— Legislation 30, 32-34, 
36, 38-39, 41, 49 

Peoples Finance and Thrift Com- 
panies— 23. 

Profits of Industrial Banking Com- 
panies — 9-10, 163-68. 

Puritan Corporation — 19. 

Rates of Interest— See Interest 
Rates 

Real Estate Modernization Loans — 

76. 

Realty Acceptance Corporation — 

19. 

Repayment of Loans— 90-91 

Reserves — Against Charge-Off Losses 
113; Regulations Concerning Re- 
serves Against Deposits 46-47. 

Retail Instalment Paper— 75-78. 

Rhode Island — Legislation 30, 37, 38, 
41. 

Risk Selection — 1 19-45. 


Salaries — As Expense Item 154-60. 

Sales Financing — 74-78; Credit Pro- 
cedure in 105-06 

Sfgurities — Funds Invested in 66-71. 

Services — Lending and Non-Lending 
5-6, 72-97 

Single-Name Loan — 73-74 

Size of Loan — Regulations Concern- 
ing 37-39 

Sooth Carolina — Legislation 30, 37 

Southeastern Industrial Bankers, 
Inc — 24 

Southeastern Investment Company 

—21. 

Systems or Industrial Banking Com- 
panies — 15-25. 


Taxes — As Expense Item 162 
Texas — Legislation 30, 36. 
Tiirut Companies— 23. 

Thrift Services — 95-96 
Time Sales Financing — 74-76. 


Utah— Legislation 30, 36, 45. 


Virginia — Legislation 29-30, 35, 39, 41. 


Washington — Legislation 30, 32, 41, 
46-48, 52-53 

Wfst Virginia — Legislation 30, 32, 36, 
39, 47, 53. 

White System Companies — 24. 
Wimsett System — 23 
Wisconsin— Legislation 30, 34, 37-39. 



PUBLICATIONS OF THE 


NATIONAL BUREAU OF ECONOMTO-REgEARCH 


Income in The United States 

W. C. Mitchell , W. I. King, F. R. Macaulay and O W. Knaulh 

*1 Volume i, Summary (1921) 152 pp. 

2 Volume ir, Details (1922) 440 pp , $5 15 

3 Distribution of Income by States in 1919 (1922) 

O. ,1V. Knauth 30 pp., $1.30 

*4 Business Cycles and Unemployment (1923) 

National Bureau Staff and Sixteen Collaboiatois 405 pp. 

*5 Employment, Hours and Earnings, United States, 1920-22 (1923) 

W. I. King 147 pp. 

6 The Growth of American Trade Unions, 1880-1923 (1924) 

Leo Wolman 170 pp , $2.50 

7 Income in the Various States: Its Sources and Distribution, 1919, 1920 
and 1921 (1925) 

Maui ice Leven 306 pp., $3.50 

8 Business Annals (1926) 

W. L. Thorp, with an intioductory chapter, “Business Cycles as Revealed 
by Business Annals,” by IV. C Mitchell 880 pp., $2 50 

9 Migration and Business Cycles (1926) 

Hairy Jeiome 256 pp , $2.50 

10 Business Cycles: The Problem and Its Setting (1927) 

Wesley C. Mitchell 489 pp., $5 OOl 

*11 The Behavior of Prices (1927) 

Frederick C Mills 598 pp. 

12 Trends in Philanthropy (1928) 

W. I. King 78 pp„ $1 00 

13 Recent Economic Changes (1929) 

National Bureau Staff and Fifteen Collaboiators 2 vols., 950 pp., $7.50 

International Migrations 

14 Volume i, Statistics (1929), compiled by Imre Ferenczi of the Interna- 
tional Labour Office, and edited by W. F. Wilicox 1,112 pp , $7.00 

18 Volume n, Interpretations (1931) , ed. by W. F. Wilicox 715 pp , $5.00 
*15 The National Income and Its Purchasing Power (1930) 

W I. King 394 pp. 

16 Corporation Contributions to Organized Community Welfare Services 
(1930) 

Pierce Williams and F E. Croxton 347 pp., $2.00 

17 Planning and Control of Public Works (1930) 

Leo Wolman 260 pp., $2.50 

*19 The Smoothing of Time Series (1931) 

Frederick R. Macaulay 172 pp. 

20 The Purchase of Medical Care Through Fixed Periodic Payment (1932) 
Pierce Williams 308 pp., $3.00 

*21 Economic Tendencies in the United States (1932) 

Frederick C. Mills 639 pp. 

22 Seasonal Variations in Industry and Trade (1933) 

Simon Kumets 455 pp., $4.00 

* Out of print. 

190 





t/BLICATIONS 


191 


m the United States Since 1870 (1934) 
Business Cycles (1934) 


23 Production Trend: 

A. F 

24 siRaiegic Factors 
J. Maurice Clark 

25 German Business Cycles, 1924-1933 (1934) 

C T. Schmidt 

26 Industrial Profits in the United States (1934) 

R. C. Epstein 

27 Mechanization in Industry (1934) 

Harry Jerome 

28 Corporate Profits as Shown by Audit Reports (1935) 
W. A. Paton 

29 Public Works in Prosperity and Depression (1935) 

A. D. Gayer 

Flow in Trade Unionism (1936) 


363 pp , $3.50 
238 pp, $1.50 
288 pp, $2 50 
678 pp„ $5.00 
484 pp., $3.50 
151 pp., $1.25 
460 pp., $3.00 
251 pp., $2.50 
561 pp., $4.00 


Leo Wolntan 

31 Prices in Recession and Recovery ( 

Frederick C. Mills 

32 National Income and Capital Formation, 1919-1935 (1937) 

Simon Kuznets 100 pp., 8)4 x 1 1 , $1 50 

33 Some Theoretical Problems Suggested by the Movements of Interest 
Rates, Bond Yields and Stock Prices in the United States Since 1856 
(1938) 

F. R Macaulay 586 pp , $5.00 

"The Social Sciences and the Unknown Future,’’ a reprint o£ the inuo- 
ductory chapter to Di. Macaulay’s volume 35 cents; in oiders o£ 10 01 

34 Commodity Flow and Capital Formation, Volume 1 (1938) 

Simon Kuznets 500 pp., 8% x 11%, $5.00 

35 Capital Consumption and Adjustment (1938) 

Solomon Faineant 271 pp , $2.75 

36 The Structure of Manufacturing Production, a Cross-Section View 
(1939) 

C. A. Bliss 234 pp, $2.50 

37 The International Gold Standard Reinterpreted, 1914-1934 

William Adams Brown, Jr. 2 vols., 1400 pp., $15.00 

38 Residential Real Estate, Its Economic Position as Shown by Values, 
Rents, Family Incomes, Financing, and Construction, Together with 
Estimates for All Real Estate 

D L. Wtckens (in press) 

39 The Output of Manufacturing Industries, 1899-1937 

Solomon Fabncant (in press) 


Financial Research Program 
I A Program of Financial Research 

1 Report of the Exploratory Committee on Financial Research (1937) 

91 pp., $1.00 



PUBLICATIONS 


192 

2 Inventory of Current Research on 

II Studies m Consumer Instalment Finn 

1 Personal Finance Companies and Th: 

Ralph. A. Young and Associates 170 pp., $2.00 

2 Sales Finance Companies and Their Credit Practices (1940) 

Wilbur C. Plummer and Ralph A, Young 301 pp., $3.00 

3 Commercial Banks and Consumer Instalment Credit (1940) 

John M Chapman and Associates 318 pp., $3.00 

4 Industrial Banking Companies and Their Credit Practices (1940) 

Raymond J. Saulmer 192 pp , $2 00 

5 Government Agencies of Consumer Instalment Credit (1940) 

J D. Coppocli (in press) 

6 The Pattern of Consumer Debt, 1935-36 (1940) 

Blanche Bernstein 238 pp., $2.50 

7 The Volume of Consumer Instalment Credit, 1929-38 (1940) 

Duncan McC. Holthausen in collaboration with Malcolm L. Merriam and 
Rolf Nugent 137 pp , $1 80 



Conference on Research in National Income and Wealth 
Studies in Income and Wealth (Volumes i-iii together, $7 50) 

Volume 1 (1937) 368 pp„ $2 50 

Volume 11 (1938) 342 pp , $3 00 

Volume in (1939) BOO pp., $3.50 


Conference on Price Research 

1 Report of the Committee on Prices in the Bituminous Coal Industry 

(1938) 144 pp., $1 25 

2 Textile Markets— Their Structure in Relation to Price Research 

(1939) 304 pp„ $3.00 

3 Price Research in the Steel and Petroleum Industries (1939) 

224 pp., $2.00 


NATIONAL BUREAU OF ECONOMIC RESEARCH 

1819 Broadway, New York, N. Y. 

European Agent. Macmillan & Co., Ltd 

St Martin’s Street, London, W. C 2. 



